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British Columbia Utilities Commission (BCUC or Commission) 
British Columbia Hydro and Power Authority (BC Hydro)  
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BC Hydro writes in compliance with BCUC Order No. G-324-20 to provide its responses 
to Round 1 information requests as follows:  

Exhibit B-9 Responses to BCUC IRs  
Exhibit B-10 Responses to Interveners IRs 

Please note that for consistency with the information requests submitted by other 
parties, BC Hydro has re-numbered the information requests from the Commercial 
Energy Consumers Association of British Columbia to start at 1.  

For further information, please contact Chris Sandve at 604-974-4641 or by email at 
bchydroregulatorygroup@bchydro.com. 

Yours sincerely, 

 
 Fred James 
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1.0 Multiyear Rate Plans 

Reference: Exhibit B-8, BC Hydro Supplementary Evidence, page 11 

BC Hydro states at that it supports adding a third test year to its rate plans: 

Multiyear Rate Plans are intended to incent efficient performance by creating a 
multi- year disconnect between allowed revenue and actual costs so that a utility 
must perform within a pre-determined revenue envelope to achieve its allowed 
return. BC Hydro’s current regulatory system already takes this approach by 
setting rates based on forecast costs for multiple years. A three-year test period 
would create a greater disconnect between BC Hydro’s allowed revenue and 
actual costs. 

AMPC seeks additional information on whether and how BC Hydro’s use of 
regulatory and deferral accounts affects incentives for efficient performance. 

1.1.1 Please reconcile the above statement with BC Hydro’s continued 
support and use of extensive regulatory accounts, given that 
BC Hydro is protected from variances impacting its allowed return 
by the use of regulatory and deferral accounts. 

RESPONSE: 

In the Fiscal 2020 to Fiscal 2021 Revenue Requirements Application, BC Hydro’s 
current regulatory accounts were reviewed by the BCUC and their use was 
continued.  

BC Hydro’s regulatory accounts address factors that are beyond the utility’s 
direct control, or serve other purposes such as benefit-matching to maintain 
inter-generational equity. Creating a greater disconnect between allowed revenue 
and actual costs only strengthens the incentive for efficient performance with 
regard to costs within the utility’s control. Regulatory mechanisms to flow 
through uncontrollable costs are present in the context of PBR as well, whether in 
the form of regulatory accounts or “y” and “z” factors. Benefit matching similarly 
remains relevant under PBR. 

Please also refer to section 11.5.8 of Exhibit A2-1 and to Dr. Weisman’s response 
to BCUC IR 1.193.1 (Exhibit A2-2) which provide further discussion on regulatory 
accounts within the context of PBR. 
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1.0 Multiyear Rate Plans 

Reference: Exhibit B-8, BC Hydro Supplementary Evidence, page 11 

BC Hydro states at that it supports adding a third test year to its rate plans: 

Multiyear Rate Plans are intended to incent efficient performance by creating a 
multi- year disconnect between allowed revenue and actual costs so that a utility 
must perform within a pre-determined revenue envelope to achieve its allowed 
return. BC Hydro’s current regulatory system already takes this approach by 
setting rates based on forecast costs for multiple years. A three-year test period 
would create a greater disconnect between BC Hydro’s allowed revenue and 
actual costs. 

AMPC seeks additional information on whether and how BC Hydro’s use of 
regulatory and deferral accounts affects incentives for efficient performance. 

1.1.2 With regard to capital spending, please comment on how a 
three-year test period would incentivize efficient performance 
given BC Hydro’s use of regulatory accounts to capture variances 
between the test year and actuals (e.g., the Capital Project 
Investigation Regulatory Account and the Project Write-off Cost 
Regulatory Account, among others). 

RESPONSE: 

A three-year test period would not create a greater disconnect between allowed 
revenue and actual capital costs because the Amortization of Capital Additions 
Regulatory Account captures any differences between forecast and actual 
amortization of capital additions. The BCUC directed BC Hydro to establish this 
regulatory account by BCUC Order No. G-16-09 and provided the following 
reasoning on page 191 of its decision:  

“the most effective solution to ensuring that amortization 
charges collected in revenue requirements for the test period 
appropriately reflect the capital assets that are actually 
utilized for the benefit of ratepayers during the same test 
period is to establish a new regulatory account.” 

The Amortization of Capital Additions Regulatory Account was continued in the  
Fiscal 2011 Revenue Requirement Application Negotiated Settlement Agreement, 
the Fiscal 2012 to Fiscal 2014 Amended Revenue Requirements Application and 
the Fiscal 2015 to Fiscal 2016 Revenue Requirements Application. By Order 
No. G-47-18 to the Fiscal 2017 to Fiscal 2019 Revenue Requirements Application, 
the BCUC approved that this regulatory account continue on an ongoing basis. 
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However, to maintain balance between our strategic objectives of affordability, 
system performance and risk, BC Hydro’s capital planning and delivery processes 
manage changes so actual and forecast capital expenditures remain aligned with 
the original capital plan within the test period. As stated in section 6.3.5 of 
Chapter 6 of the Fiscal 2020 to Fiscal 2021 Revenue Requirements Application:  

“Once the capital plan is approved by the Executive Team, it 
is monitored, on an ongoing basis, by the Capital Delivery 
Management Committee. The committee focuses on the early 
years of the capital plan so that actual and forecast capital 
expenditures remain aligned with the original capital plan. 
This management is done at a portfolio level so that, if 
required, adjustments can be made to re-direct the capital 
budget, as new information becomes available. To make 
these decisions, the committee considers financial impacts, 
the enterprise risk profile, and labour resource availability. 

Decisions to reallocate the budget within the capital plan are 
governed through an ex-plan governance process, which 
considers the size of the ex-plan request. 

Requests less than $3 million are reviewed at the Enterprise 
Capital Planning Working Group level, while requests greater 
than $3 million are reviewed and approved at the Capital 
Delivery Management Committee level. Reallocations may 
result in the approval of new projects to address emerging 
issues, the advancement of future investments based on new 
information or the increase of funding to existing programs, 
in response to identified needs.” 

No additions have been made to the Capital Project Investigation Costs 
Regulatory Account since fiscal 2011 and the balance in the account will be fully 
amortized at the end of fiscal 2021. The BCUC approved BC Hydro’s request to 
close the Capital Project Investigations Cost Regulatory Account at the end of 
fiscal 2021 by BCUC Order No. G-246-20.  

With regard to the Project Write-off Costs Regulatory Account, BC Hydro had 
originally proposed including a forecast amount for project write-off costs in its 
revenue requirement which would have been consistent with the approach 
outlined in the preamble to the question, where allowed revenues and actual costs 
would be disconnected and BC Hydro would be required to perform within a 
pre-determined envelope. However, by BCUC Order No. G-246-20, the BCUC 
directed BC Hydro to make a proposal for a mechanism to capture the actual 
project write-off costs in the Test Period for recovery over the subsequent test 
period and by BCUC Order No. G-337-20, in response to BC Hydro’s proposal, the 
BCUC approved the establishment of the Project Write-off Costs Regulatory 
Account.  
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2.0 Forecast Cost Caps for Rate Setting Purposes 

Reference: Exhibit A-2-5, Staff Consultant Report by Pacific Economics 
Group Research LLC (PEG), pages 7, 24 and 107 

PEG’s report states: 

• “[t]he classic critique of COSR puts heavy weight on the asymmetry of 
information between the utility and other members of the regulatory 
community. It is challenging even for the managers of a utility to 
understand whether its operations are efficient, and how to make them 
more efficient” (page 7) 

• “[r]egulators in several countries use statistical cost benchmarking in 
rate setting. The total cost, OM&A expenses, capex, and/or total 
expenditure (OM&A plus capital cost expenditure) performances of 
utilities have all been benchmarked” (page 24) 

• “The BCUC has used MRPs on several occasions to regulate 
jurisdictional utilities … FortisBC Energy (formerly called BC Gas and 
Terasen Gas) is the largest gas utility in BC. It has operated under 
MRPs for most of the last 20 years. These plans have, unusually, 
escalated budgets for OM&A expenses and certain routine capital 
expenditures by separate formulas of general form inflation plus growth 
of operating scale less an X factor. Major plant additions have been 
addressed separately.” (page 107) 

As PEG has identified, the ability of interveners and the BCUC to scrutinize a 
utility’s operating expenses (e.g., O&M, sustainment capital) in a rate hearing is 
time-consuming and challenging due to information asymmetry issues. AMPC is 
interested in a range of mechanisms to control utility costs, including budgets and 
cost caps. 

1.2.1 Please comment on the potential to implement and any 
implications of a cost cap mechanism over a longer-term 
(e.g., 5 years) for rate setting purposes for the following categories 
of expenses: non-deferred O&M (tied to inflation less productivity) 
and sustainment capital (tied to inflation less productivity). In your 
response, please address whether this would allow BC Hydro to 
better plan and prioritize spending between the two cost 
categories for a given year. 
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RESPONSE: 

BC Hydro’s current regulatory system already caps costs not subject to deferral 
treatment by setting rates based on forecast costs for multiple years. This creates 
a multi-year disconnect between allowed revenue and actual costs so that 
BC Hydro must perform within a pre-determined revenue envelope to achieve its 
allowed return. This approach supports spending planning and prioritization.  

A three-year test period would create a greater disconnect between BC Hydro’s 
allowed revenue and actual costs and increase the incentive for efficient 
performance. In BC Hydro’s view, it would not be practical to review a cost 
forecast for a period longer than three-years as beyond this point there are likely 
too many “unknowns” with regard to costs, needs and priorities in future years.  

BC Hydro does not support the use of an index or formula (i.e., inflation less 
productivity as suggested in the preamble to the question) to determine an 
appropriate cost cap for BC Hydro, whether in respect of a three-year test period 
or a longer period. The use of an index or formula would not eliminate the need for 
a multi-year cost forecast and would introduce controversy and complexity. For 
further discussion on the reasons why BC Hydro does not support this approach, 
refer to BC Hydro’s response to BCUC IR 1.2.3.  

Using an index or formula instead of a cost forecast does not provide any 
incremental incentive to find productivity improvements compared to the existing 
approach of using a multi-year cost forecast. For further discussion on this point, 
please refer to BC Hydro’s response to Question 7 in Exhibit B-8 and Dr. 
Weisman’s response to Question 2 in Exhibit B-8. 

In addition, using an index or formula instead of a cost forecast will not 
necessarily address concerns with regard to regulatory efficiency or information 
asymmetry. For a discussion on this point, refer to pages 10 and 11 of 
Mr. Kolesar’s evidence in Exhibit B-8. Further, in his response to BCUC IR 1.18.4, 
Mr. Kolesar provides a discussion on the potential challenges of using an index or 
formula for operating costs. 

BC Hydro submits that a better approach is to use a multi-year cost forecast, 
supplemented with regularly scheduled statistical benchmarking studies which 
can help to address any concern with regard to information asymmetry if 
multi-year cost forecasts are used to determine allowed revenue. For further 
discussion on this point, refer to BC Hydro’s response to BCOAPO IR 1.6.2.  
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3.0 Regulator Instruments to Promote Efficiency 

Reference: Exhibit B-8, BC Hydro Supplementary Evidence, pages 4 – 6 

In the reference above, BC Hydro discusses how it does not have a profit 
maximizing mandate, and the BCUC’s ability to regulate BC Hydro. AMPC seeks 
BC Hydro’s perspective on the BCUC’s ability to achieve its objectives in 
regulating BC Hydro. 

1.3.1 From BC Hydro’s perspective, given the lack of incentive 
BC Hydro notes it has to maximize net income, what mechanisms 
does the BCUC currently have to incent productivity and cost 
efficiencies within BC Hydro’s operations? 

RESPONSE: 

Please refer to BC Hydro’s response to BCUC IR 1.3.2 where we discuss how the 
existing framework provides BC Hydro with incentives to control costs and how 
BC Hydro’s proposal would strengthen these incentives. 
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1.0 Reference: Exhibit B-8, page 3 

1.1.1 Please explain more fully what is meant by the first goal – “to set 
rates at efficient levels”. 

RESPONSE: 

In BC Hydro’s view, the goal to set rates at efficient levels means that the BCUC 
should strive to set rates that are no higher than what is required to allow 
BC Hydro to recover its reasonable and prudently incurred costs and to provide 
an opportunity to earn a fair return on investment.  
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1.0 Reference: Exhibit B-8, page 3 

1.1.2 Please explain how BC Hydro’s and the BCUC’s use of fully 
allocated cost of service analysis in setting rates aligns with the 
goal “to set rates at efficient levels”. 

RESPONSE: 

As noted in BC Hydro’s response to BCOAPO IR 1.1.1, our reference to setting 
rates at efficient levels was with regard to recovering, within BC Hydro’s revenue 
requirement, reasonable and prudently incurred costs, and a fair return. BC Hydro 
uses its Fully Allocated Cost of Service analysis to assess fair allocation of costs 
among customer classes for rate design purposes. There are a variety of 
principles that come into play with regard to rate design (e.g., the Bonbright 
principles).   
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1.0 Reference: Exhibit B-8, page 3 

1.1.3 Would BC Hydro agree that as well an ensuring “financial integrity 
through the recovery of reasonable and prudently incurred costs” 
a related goal of the BCUC should be to ensure that rates are fair 
and reasonable in that they only include prudently incurred costs 
required to deliver the service provided by the utility? 

RESPONSE: 

Ultimately, the legal requirement is that the BCUC approve just and reasonable 
rates. Rates are just and reasonable when they are set to recover reasonable and 
prudently incurred costs to deliver the service provided by the utility, and provide 
an opportunity to earn a fair return. Put another way, just and reasonable rates 
maintain financial integrity and fairness to ratepayers.     
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1.0 Reference: Exhibit B-8, page 3 

1.1.3 Would BC Hydro agree that as well an ensuring “financial integrity 
through the recovery of reasonable and prudently incurred costs” 
a related goal of the BCUC should to ensure that rates are fair and 
reasonable in that they only include prudently incurred costs 
required to deliver the service provided by the utility? 

1.1.3.1 If not, why not? 

RESPONSE: 

Please refer to BC Hydro’s response to BCOAPO IR 1.1.3.  
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2.0 Reference: Exhibit 8, pages 5 and 7 

The Supplementary Evidence states: “BC Hydro’s mandate is set out through a 
Mandate Letter and Service Plan. Exceeding allowed net income is not identified 
as an expectation or desirable outcome anywhere in either of these two 
documents. Efficiency and cost control are emphasized throughout but the focus 
of these efforts is to keep rates affordable for customers, not to increase 
shareholder returns” (page 5). 

At page 7 the Supplementary Evidence references Mr. Kolesar’s evidence that 
“under PBR, it is most likely BC Hydro will seek productivity improvements 
sufficient to earn the return expected by its shareholder, but no more”. 

1.2.1 With respect to Mr. Kolesar’s evidence, in BC Hydro’s view, would 
not the same be the case under COSR – that BC Hydro would 
seek productivity improvements sufficient to earn the return 
expected by its shareholder – but not more? 

RESPONSE: 

Yes. As Mr. Kolesar states on page 10 of his evidence in Exhibit B-8: 

“Following the discussion above with respect to the 
incentives under both COSR and PBR to seek productivity 
improvements, and how both the profit maximizing firm and 
the non-profit maximizing firm can be expected to respond, it 
is most likely that BC Hydro will respond to fluctuations in 
revenues and costs under either regime by seeking 
productivity improvements sufficient to earn the return 
expected by its shareholder, but no more.” (emphasis added)  

Mr. Kolesar also provides a further explanation in his response to 
BCOAPO IR 1.12.1.  

It is important to note that the statement referenced in the preamble to the 
question is commenting on how BC Hydro might respond to fluctuations in 
revenues and costs once rates have been set. BC Hydro also seeks out 
productivity improvements every time it submits a Revenue Requirements 
Application to the BCUC so that rates remain as low as possible for customers.   

Once rates are set, BC Hydro is incented to seek out incremental efficiency gains 
in response to incremental cost pressures so that it can achieve its allowed 
return. To the extent that BC Hydro is able to achieve incremental efficiency gains 
that exceed its incremental cost pressures, the mandate provided to BC Hydro by 
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the Government of B.C. incents BC Hydro to re-invest any cost savings from 
efficiency gains into initiatives that support the provision of safe and reliable 
electricity service or other identified policy priorities. For further discussion on 
this point, refer to BC Hydro’s response to BCUC IR 1.19.1.  
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2.0 Reference: Exhibit 8, pages 5 and 7 

The Supplementary Evidence states: “BC Hydro’s mandate is set out through a 
Mandate Letter and Service Plan. Exceeding allowed net income is not identified 
as an expectation or desirable outcome anywhere in either of these two 
documents. Efficiency and cost control are emphasized throughout but the focus 
of these efforts is to keep rates affordable for customers, not to increase 
shareholder returns” (page 5). 

At page 7 the Supplementary Evidence references Mr. Kolesar’s evidence that 
“under PBR, it is most likely BC Hydro will seek productivity improvements 
sufficient to earn the return expected by its shareholder, but no more”. 

1.2.1 With respect to Mr. Kolesar’s evidence, in BC Hydro’s view, would 
not the same be the case under COSR – that BC Hydro would 
seek productivity improvements sufficient to earn the return 
expected by its shareholder – but not more? 

1.2.1.1 If not, please explain why? 

RESPONSE: 

Please refer to BC Hydro’s response to BCOAPO IR 1.2.1.  
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2.0 Reference: Exhibit 8, pages 5 and 7 

The Supplementary Evidence states: “BC Hydro’s mandate is set out through a 
Mandate Letter and Service Plan. Exceeding allowed net income is not identified 
as an expectation or desirable outcome anywhere in either of these two 
documents. Efficiency and cost control are emphasized throughout but the focus 
of these efforts is to keep rates affordable for customers, not to increase 
shareholder returns” (page 5). 

At page 7 the Supplementary Evidence references Mr. Kolesar’s evidence that 
“under PBR, it is most likely BC Hydro will seek productivity improvements 
sufficient to earn the return expected by its shareholder, but no more”. 

1.2.2 Given the Mandate Letter and Service Plan emphasis on 
efficiency and cost control, is one of the key considerations in 
choosing between COSR and PBR (and variations therein) a 
matter of which approach is best at determining and incorporating 
into rates the appropriate level of prudently incurred costs for the 
test period inclusive of the efficiency improvements that BC Hydro 
should reasonably be expected to achieve during the test period? 

RESPONSE: 

Yes, in BC Hydro’s view, this is an important consideration. Specifically, BC Hydro 
submits that the current approach of using a multi-year cost forecast to set rates 
provides better insight into BC Hydro’s costs and operations than would be the 
case if rates were set by an index or formula. For further discussion on this point, 
refer to BC Hydro’s response to BCUC IR 1.2.3.  

Further, BC Hydro has proposed supplementing the current approach through the 
use of regularly scheduled statistical benchmarking. For further discussion on 
this point, refer to BC Hydro’s response to BCOAPO IR 1.6.2.  
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3.0 Reference: Exhibit 8, pages 7 and 8 

The Supplementary Evidence references Mr. Kolesar’s evidence that “under 
PBR, it is most likely BC Hydro will seek productivity improvements sufficient to 
earn the return expected by its shareholder, but not more” (page 7). 

The Supplementary Evidence states: “In addition, it is important to recognize that 
the public may not accept profit maximization as a legitimate objective of a 
Crown Corporation” (page 8). 

1.3.1 Is it reasonable to also expect the public to not accept 
inefficiencies in the operation of BC Hydro? 

RESPONSE: 

It is reasonable for the public to expect that BC Hydro will be operated efficiently 
and will seek out opportunities for efficiencies and cost savings. We follow this 
approach today, and the BCUC sets rates based on an expectation that BC Hydro 
will act reasonably and prudently. However, it is important to recognize that more 
efficient operating practices are often learned over time. Dr. Weisman discusses 
this point on pages 12 to 13 of Appendix FF of Exhibit A2-1.  



British Columbia Old Age Pensioner's Organization Et Al. 
Information Request No. 1.3.2 Dated: January 7, 2021 
British Columbia Hydro & Power Authority 
Response issued February 4, 2021 

Page 1 
of 2 

British Columbia Hydro & Power Authority  
BCUC Review of BC Hydro’s Performance Based 
Regulation Report 

Exhibit: 
B-10 

 
 
3.0 Reference: Exhibit 8, pages 7 and 8 

The Supplementary Evidence references Mr. Kolesar’s evidence that “under 
PBR, it is most likely BC Hydro will seek productivity improvements sufficient to 
earn the return expected by its shareholder, but not more” (page 7). 

The Supplementary Evidence states: “In addition, it is important to recognize that 
the public may not accept profit maximization as a legitimate objective of a 
Crown Corporation” (page 8). 

1.3.2 Given that BC Hydro is most likely to only seek productivity 
improvements sufficient to earn the return expected by its 
shareholders, is it possible for BC Hydro, if regulated based on 
COSR, to adequately demonstrate to the public that it is operating 
efficiently? 

RESPONSE: 

The following response was prepared by BC Hydro. 

Yes, it is possible under COSR for BC Hydro to demonstrate that it is operating 
efficiently.  

The question seems to be drawing an incorrect inference from the quotation. The 
quoted statement is commenting on how BC Hydro might respond to fluctuations 
in revenues and costs once the BCUC has already set rates. BC Hydro also seeks 
out productivity improvements every time it submits a Revenue Requirements 
Application to the BCUC so that rates remain as low as possible for customers.  

Once rates are set, BC Hydro is incented to seek out incremental efficiency gains 
in response to incremental cost pressures so that it can achieve its allowed 
return. To the extent that BC Hydro is able to achieve incremental efficiency gains 
that exceed its incremental cost pressures, the mandate provided to BC Hydro by 
the Government of B.C. incents BC Hydro to re-invest any cost savings from 
efficiency gains into initiatives that support the provision of safe and reliable 
electricity service or other identified policy priorities. For further discussion on 
this point, refer to BC Hydro’s response to BCUC IR 1.19.1.  

BC Hydro is subject to considerable public scrutiny through the Revenue 
Requirements Application process. Through this process, BC Hydro provides 
evidence to demonstrate that it is operating efficiently and the BCUC and 
interveners have the opportunity to review and ask questions of BC Hydro, based 
on that evidence. The BCUC sets the rates based on an expectation that BC Hydro 
will be efficient.  
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BC Hydro has proposed regularly scheduled statistical benchmarking to provide 
additional data points that the BCUC and interveners can use to help evaluate the 
reasonableness of BC Hydro’s costs forecasts. For further discussion on this 
point, refer to BC Hydro’s response to BCOAPO IR 1.6.2. 
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3.0 Reference: Exhibit 8, pages 7 and 8 

The Supplementary Evidence references Mr. Kolesar’s evidence that “under 
PBR, it is most likely BC Hydro will seek productivity improvements sufficient to 
earn the return expected by its shareholder, but not more” (page 7). 

The Supplementary Evidence states: “In addition, it is important to recognize that 
the public may not accept profit maximization as a legitimate objective of a 
Crown Corporation” (page 8). 

1.3.2 Given that BC Hydro is most likely to only seek productivity 
improvements sufficient to earn the return expected by its 
shareholders, is it possible for BC Hydro, if regulated based on 
COSR, to adequately demonstrate to the public that it is operating 
efficiently? 

1.3.2.1 If yes, how? 

RESPONSE: 

Please refer to BC Hydro’s response to BCOAPO IR 1.3.2.  
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4.0 Reference: Exhibit B-8, page 11 

The Supplementary Evidence states: 

“Multiyear Rate Plans are intended to incent efficient performance by 
creating a multi-year disconnect between allowed revenue and actual costs 
so that a utility must perform within a pre-determined revenue envelope to 
achieve its allowed return.” 

1.4.1 Is it correct that the above statement only applies to costs that are 
not subject to “pass through” where any differences between 
actual and forecast costs are eventually recovered from/refunded 
to customers? 

RESPONSE: 

Yes.  



British Columbia Old Age Pensioner's Organization Et Al. 
Information Request No. 1.4.1.1 Dated: January 7, 2021 
British Columbia Hydro & Power Authority 
Response issued February 4, 2021 

Page 1 
of 1 

British Columbia Hydro & Power Authority  
BCUC Review of BC Hydro’s Performance Based 
Regulation Report 

Exhibit: 
B-10 

 
 
4.0 Reference: Exhibit B-8, page 11 

The Supplementary Evidence states: 

“Multiyear Rate Plans are intended to incent efficient performance by 
creating a multi-year disconnect between allowed revenue and actual costs 
so that a utility must perform within a pre-determined revenue envelope to 
achieve its allowed return.” 

1.4.1 Is it correct that the above statement only applies to costs that are 
not subject to “pass through” where any differences between 
actual and forecast costs are eventually recovered from/refunded 
to customers? 

1.4.1.1 If not, why not? 

RESPONSE: 

Please refer to BC Hydro’s response to BCOAPO IR 1.4.1.  
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4.0 Reference: Exhibit B-8, page 11 

The Supplementary Evidence states: 

“Multiyear Rate Plans are intended to incent efficient performance by 
creating a multi-year disconnect between allowed revenue and actual costs 
so that a utility must perform within a pre-determined revenue envelope to 
achieve its allowed return.” 

1.4.2 For those cost elements that are subject to “pass through” would it 
not be the case that extending the test period would lead to less 
frequent reviews/testing of how these costs are derived and thus 
likely higher costs/less efficient operations? 

RESPONSE: 

Extending the test period may mean less frequent reviews/testing of how costs 
subject to “pass through” are derived. However, it is not the case that this would 
necessarily lead to higher costs or less efficient operations. The BCUC would 
continue to review these costs to determine whether they were prudently incurred 
and necessary for the provision of utility service. In addition, many costs are 
subject to “pass through” (i.e., deferred to a regulatory account) because they are 
outside of BC Hydro’s control. More frequent reviews would not be expected to 
influence any uncontrollable costs that are incurred by BC Hydro.   
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4.0 Reference: Exhibit B-8, page 11 

The Supplementary Evidence states: 

“Multiyear Rate Plans are intended to incent efficient performance by 
creating a multi-year disconnect between allowed revenue and actual costs 
so that a utility must perform within a pre-determined revenue envelope to 
achieve its allowed return.” 

1.4.2 For those cost elements that are subject to “pass through” would it 
not be the case that extending the test period would lead to less 
frequent reviews/testing of how these costs are derived and thus 
likely higher costs/less efficient operations? 

1.4.2.1 If not, why not? 

RESPONSE: 

Please refer to BC Hydro’s response to BCOAPO IR 1.4.2.  
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4.0 Reference: Exhibit B-8, page 11 

The Supplementary Evidence states: 

“Multiyear Rate Plans are intended to incent efficient performance by 
creating a multi-year disconnect between allowed revenue and actual costs 
so that a utility must perform within a pre-determined revenue envelope to 
achieve its allowed return.” 

1.4.3 Is it not the case that the longer the test period the more difficult it 
is to forecast what would considered reasonable and prudently 
incurred costs for the duration of the period? 

RESPONSE: 

Yes, forecasting becomes more difficult as the length of the test period is 
extended. In BC Hydro’s view, a three-year test period strikes an appropriate 
balance between strengthening the incentive created by setting a pre-determined 
revenue envelope over multiple years and providing a reasonable cost forecast 
that is not subject to too many “unknowns”.   
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4.0 Reference: Exhibit B-8, page 11 

The Supplementary Evidence states: 

“Multiyear Rate Plans are intended to incent efficient performance by 
creating a multi-year disconnect between allowed revenue and actual costs 
so that a utility must perform within a pre-determined revenue envelope to 
achieve its allowed return.” 

1.4.3 Is it not the case that the longer the test period the more difficult it 
is to forecast what would considered reasonable and prudently 
incurred costs for the duration of the period? 

1.4.3.1 If not, why not? 

RESPONSE: 

Please refer to BC Hydro’s response to BCOAPO IR 1.4.3.  
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4.0 Reference: Exhibit B-8, page 11 

The Supplementary Evidence states: 

“Multiyear Rate Plans are intended to incent efficient performance by 
creating a multi-year disconnect between allowed revenue and actual costs 
so that a utility must perform within a pre-determined revenue envelope to 
achieve its allowed return.” 

1.4.3 Is it not the case that the longer the test period the more difficult it 
is to forecast what would considered reasonable and prudently 
incurred costs for the duration of the period? 

1.4.3.2 If yes, is there a balance that must be achieved between 
incenting efficiency and ensuring rates have a basis in 
reasonable costs? 

RESPONSE: 

Yes. For further discussion, please refer to BC Hydro’s response to 
BCOAPO IR 1.4.3.  
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5.0 Reference: Exhibit B-8, page 14 

The Supplementary Evidence states: 

“replacing a multi-year cost forecast with an index or formula, may cause 
the BCUC or interveners to be less certain about whether allowed revenue 
has been set too high or may cause BC Hydro to advance mechanisms 
that guard against the possibility that allowed revenue was set too low”. 

1.5.1 Given the uncertainty inherent in longer term (as opposed to 
shorter term) forecast of costs is there not also the potential under 
COSR and a multi- year cost forecast that the allowed revenue 
may be set too high or too low – particularly towards the end of the 
test period? 

RESPONSE: 

Yes; however, in BC Hydro’s view, the potential that allowed revenue may be set 
too high or too low also exists if an index or formula is used and may be greater 
given the extent to which BC Hydro’s costs are not correlated with potential index 
or formula metrics such as customer growth or inflation. Please refer to 
BC Hydro’s response to BCOAPO IR 1.6.2 which explains how regularly scheduled 
statistical benchmarking can supplement multi-year cost forecasts and help to 
inform decisions to set allowed revenue for a test period.  
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5.0 Reference: Exhibit B-8, page 14 

The Supplementary Evidence states: 

“replacing a multi-year cost forecast with an index or formula, may cause 
the BCUC or interveners to be less certain about whether allowed revenue 
has been set too high or may cause BC Hydro to advance mechanisms 
that guard against the possibility that allowed revenue was set too low”. 

1.5.1 Given the uncertainty inherent in longer term (as opposed to 
shorter term) forecast of costs is there not also the potential under 
COSR and a multi- year cost forecast that the allowed revenue 
may be set too high or too low – particularly towards the end of the 
test period? 

1.5.1.1 If not, why not? 

RESPONSE: 

Please refer to BC Hydro’s response to BCOAPO IR 1.5.1.  
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5.0 Reference: Exhibit B-8, page 14 

The Supplementary Evidence states: 

“replacing a multi-year cost forecast with an index or formula, may cause 
the BCUC or interveners to be less certain about whether allowed revenue 
has been set too high or may cause BC Hydro to advance mechanisms 
that guard against the possibility that allowed revenue was set too low”. 

1.5.1 Given the uncertainty inherent in longer term (as opposed to 
shorter term) forecast of costs is there not also the potential under 
COSR and a multi- year cost forecast that the allowed revenue 
may be set too high or too low – particularly towards the end of the 
test period? 

1.5.1.2 If yes, does BC Hydro anticipate the need for any mechanisms 
to address this issue and, if yes, what would they be? 

RESPONSE: 

BC Hydro is proposing periodic benchmarking to address this issue, as noted in 
BC Hydro’s response to BCOAPO IR 1.6.2.  



British Columbia Old Age Pensioner's Organization Et Al. 
Information Request No. 1.6.1 Dated: January 7, 2021 
British Columbia Hydro & Power Authority 
Response issued February 4, 2021 

Page 1 
of 1 

British Columbia Hydro & Power Authority  
BCUC Review of BC Hydro’s Performance Based 
Regulation Report 

Exhibit: 
B-10 

 
 
6.0 Reference: Exhibit B-8, page 15 

The Supplementary Evidence states: 

“Statistical benchmarking studies would help to address any concern with 
regard to information asymmetry or upward forecasts if multi-year cost 
forecasts are used to determine allowed revenue. These studies can 
provide another tool for the BCUC to set rates at efficient levels. BC Hydro 
provided a benchmarking study as part of its Fiscal 2020 to Fiscal 2021 
Revenue Requirements Application”. 

1.6.1 What types of statistical benchmarking studies does BC Hydro 
anticipate undertaking? 

RESPONSE: 

BC Hydro expects to undertake statistical benchmarking studies that would help 
to inform the BCUC’s decision to set allowed revenue for a test period, using 
multi-year cost forecasts. In the Fiscal 2020 to Fiscal 2021 Revenue Requirements 
Application, BC Hydro provided a benchmarking study on operating costs 
performed by The Brattle Group, as well as benchmarking data on specific 
operating cost areas such as maintenance delivery costs and employee 
compensation. In BC Hydro’s view this data is useful and we expect that operating 
costs would continue to be an area reviewed by future statistical benchmarking 
studies. The specific details, and whether other cost areas should be included, is 
best determined through a BCUC process and informed by input from the BCUC 
and interveners.   
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6.0 Reference: Exhibit B-8, page 15 

The Supplementary Evidence states: 

“Statistical benchmarking studies would help to address any concern with 
regard to information asymmetry or upward forecasts if multi-year cost 
forecasts are used to determine allowed revenue. These studies can 
provide another tool for the BCUC to set rates at efficient levels. BC Hydro 
provided a benchmarking study as part of its Fiscal 2020 to Fiscal 2021 
Revenue Requirements Application”. 

1.6.2 Please explain how these statistical benchmarking studies (and 
statistical benchmarking studies in general) would help to address 
any concern with regard to information asymmetry or upward 
forecasts. 

RESPONSE: 

Statistical benchmarking studies can help to address concerns with regard to 
information asymmetry or upward forecasts by providing additional data points 
that the BCUC and interveners can use to help evaluate the reasonableness of 
BC Hydro’s costs forecasts.  

For example, if a statistical benchmarking study were conducted to determine the 
operating cost levels of a peer group of utilities, the BCUC and interveners could 
consider BC Hydro’s operating cost levels relative to the benchmark and evaluate 
BC Hydro’s evidence with regard to any differences.     
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6.0 Reference: Exhibit B-8, page 15 

The Supplementary Evidence states: 

“Statistical benchmarking studies would help to address any concern with 
regard to information asymmetry or upward forecasts if multi-year cost 
forecasts are used to determine allowed revenue. These studies can 
provide another tool for the BCUC to set rates at efficient levels. BC Hydro 
provided a benchmarking study as part of its Fiscal 2020 to Fiscal 2021 
Revenue Requirements Application”. 

1.6.3 If not addressed in the foregoing response, please outline 
precisely how BC Hydro anticipates the results of statistical 
benchmarking studies would be used in establishing the revenue 
requirements for test years of a multiyear rate plan. For example, 
if benchmarking results were available for particular cost 
elements, would the results be used to determine the level of 
costs to be included in BC Hydro’s revenue requirement for those 
specific cost elements? 

RESPONSE: 

The results of statistical benchmarking studies would supplement multi-year cost 
forecasts and would help to inform decisions to set allowed revenue for a test 
period. They would not be used to actually set the level of costs for specific cost 
elements.  

In BC Hydro’s view, using a multi-year cost forecast to set allowed revenue and 
having that decision informed by statistical benchmarking studies is a superior 
approach relative to only using an index or formula. It provides greater insight 
into BC Hydro’s operations and it recognizes the challenges and limitations 
associated with benchmarking. For further discussion on this later point, refer to 
section 4.2 of Appendix FF of Exhibit A2-1.  

For further discussion on BC Hydro’s concerns with regard to using an index or 
formula to set or automatically escalate allowed revenue, refer to our response to 
Question 7 in Exhibit B-8.   
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7.0 Reference: Exhibit B-8, page 16 

The Supplementary Evidence states: 

“The incentive for BC Hydro to pursue low carbon electrification is two-fold: (1) to 
help our customers and the Government of B.C. to achieve their objectives with 
regard to the reduction of greenhouse gas emissions, and (2) to generate 
incremental tariff revenue that can help to offset cost pressures and keep rates 
low for customers.” 

1.7.1 If BC Hydro is incented to meet the return targets established by 
its shareholder (but no more), please how explain how full 
revenue decoupling provides a greater incentive to achieve these 
ends (i.e., (1) to help our customers and the Government of B.C. 
to achieve their objectives with regard to the reduction of 
greenhouse gas emissions, and (2) to generate incremental tariff 
revenue that can help to offset cost pressures and keep rates low 
for customers) .than an approach that set aggressive targets for 
low-carbon electrification revenues and employed no revenue 
decoupling (i.e., no full or partial true up of forecast vs. actual 
revenues). 

RESPONSE: 

Please refer to BC Hydro’s response to BCUC IR 1.6.3 where we explain that 
BC Hydro is already motivated to increase low carbon electrification because of 
the mandate provided by the Government of B.C. and that partial revenue 
decoupling would not provide an additional incentive over and above what we 
have today.  
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8.0 Reference: Exhibit B-8, pages 18-19  

The Supplementary Evidence states: 

“While shared saving performance incentive mechanisms would not be 
effective, information-only performance metrics, determined through a 
public process with the BCUC and interveners, would provide incremental 
incentives to BC Hydro” 

The Supplementary Evidence also references Dr. Weisman as follows: 

“The regulated firm may still have strong incentives to meet or exceed 
these performance metrics even though there are no financial rewards or 
penalties directly associated with compliance or non-compliance”. 

1.8.1 Please explain how/why information-only performance metrics 
would provide incremental incentives to BC Hydro? 

RESPONSE: 

Please refer to BC Hydro’s response to BCUC IR 1.3.2 for a discussion on the 
incentives provided by the existing cost of service framework for BC Hydro to 
increase performance and how BC Hydro’s proposal for information-only 
performance metrics, determined through a BCUC process, would provide 
incremental incentives.  
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8.0 Reference: Exhibit B-8, pages 18-19  

The Supplementary Evidence states: 

“While shared saving performance incentive mechanisms would not be 
effective, information-only performance metrics, determined through a 
public process with the BCUC and interveners, would provide incremental 
incentives to BC Hydro” 

The Supplementary Evidence also references Dr. Weisman as follows: 

“The regulated firm may still have strong incentives to meet or exceed 
these performance metrics even though there are no financial rewards or 
penalties directly associated with compliance or non-compliance”. 

1.8.2 Can BC Hydro demonstrate/indicate how it current performance 
metrics (as set out in its Annual Service Plan) have incented 
BC Hydro’s past performance? 

RESPONSE: 

By reporting annually on performance metric targets in the Annual Service Plan 
and results in the Annual Service Plan Report, BC Hydro is incented to improve its 
performance in these areas to achieve the targets that have been set. If 
improvements or targets are not achieved, these results are publicly reported and 
must be explained to the Government of B.C., as BC Hydro’s shareholder, and 
most importantly, to the public. In addition, these results are used to determine 
the Corporate component of holdback pay for eligible employees. BC Hydro’s 
performance against these targets, over time, demonstrates maintained and 
improved performance.  
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9.0 Reference: Exhibit B-8, Appendix A, page 9 (paragraph 22) 

In his Supplementary Report Dr. Weisman states: 

“the use of X factors in PBR plans provides an external benchmark for 
performance” 

1.9.1 Can the establishment of the X factor be viewed as form of 
statistical benchmarking? 

RESPONSE: 

Yes. In some cases, an X factor (productivity factor) may be used in a formula, to 
actually set rates. The X factor may be informed by benchmarking analysis or may 
be a negotiated value. For further discussion on the approaches to setting an 
X factor, refer to BC Hydro’s response to BCUC IR 1.190.1 in Exhibit A2-2.  

Under BC Hydro’s proposal for regularly scheduled statistical benchmarking, a 
productivity factor could be used to help establish a benchmark to use as a data 
point to help assess the reasonableness of BC Hydro’s forecasts. The BCUC and 
interveners could consider BC Hydro’s cost forecasts relative to the benchmark 
and BC Hydro could explain any differences.  
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9.0 Reference: Exhibit B-8, Appendix A, page 9 (paragraph 22) 

In his Supplementary Report Dr. Weisman states: 

“the use of X factors in PBR plans provides an external benchmark for 
performance” 

1.9.1 Can the establishment of the X factor be viewed as form of 
statistical benchmarking? 

1.9.1.1 If not, why not? 

RESPONSE: 

Please refer to BC Hydro’s response to BCOAPO IR 1.9.1.  
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9.0 Reference: Exhibit B-8, Appendix A, page 9 (paragraph 22) 

In his Supplementary Report Dr. Weisman states: 

“the use of X factors in PBR plans provides an external benchmark for 
performance” 

1.9.1 Can the establishment of the X factor be viewed as form of 
statistical benchmarking? 

1.9.1.2 If yes, how does it differ from the statistical benchmarking that 
BC Hydro is proposing to undertake (per Exhibit B-8, page 15 
and 20)? 

RESPONSE: 

The difference is whether the outcome of the study informs the decision or makes 
the decision. Under BC Hydro’s proposal, statistical benchmarking would be used 
to supplement a multi-year cost forecast and would help to inform the BCUC’s 
decision to set allowed revenue for a test period.  

An alternative is to use an index or formula to actually set allowed revenue. For 
further discussion on BC Hydro’s concerns with this approach, refer to our 
response to Question 7 in Exhibit B-8 as well as our response to BCUC IRs 1.2.2 
and 1.2.3.  
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9.0 Reference: Exhibit B-8, Appendix A, page 9 (paragraph 22) 

In his Supplementary Report Dr. Weisman states: 

“the use of X factors in PBR plans provides an external benchmark for 
performance” 

1.9.1.3 Could a properly determined X factor play a role in establishing 
the appropriate cost forecast to be used in a multiyear 
COSR- based rate plan? 

RESPONSE: 

Please refer to BC Hydro’s response to BCOAPO IRs 1.9.1.1 and 1.9.1.2.  
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9.0 Reference: Exhibit B-8, Appendix A, page 9 (paragraph 22) 

In his Supplementary Report Dr. Weisman states: 

“the use of X factors in PBR plans provides an external benchmark for 
performance” 

1.9.1.3 Could a properly determined X factor play a role in establishing 
the appropriate cost forecast to be used in a multiyear 
COSR- based rate plan? 

1.9.1.3.1 If not, why not? 

RESPONSE: 

Please refer to BC Hydro’s response to BCOAPO IR 1.9.1.2.  
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9.0 Reference: Exhibit B-8, Appendix A, page 9 (paragraph 22) 

In his Supplementary Report Dr. Weisman states: 

“the use of X factors in PBR plans provides an external benchmark for 
performance” 

1.9.1.3 Could a properly determined X factor play a role in establishing 
the appropriate cost forecast to be used in a multiyear 
COSR- based rate plan? 

1.9.1.3.2 If yes, how? 

RESPONSE: 

Please refer to BC Hydro’s response to BCOAPO IR 1.9.1.2.  
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10.0 Reference: Exhibit B-8, Appendix B, pages 4 and 10-12 of 18 

In his Submission (page 4) Mr. Kolesar states that the Commission should seek 
to achieve a balance among a number of objectives. 

1.10.1 Please clarify what “results” Mr. Kolesar is referring to in stating 
“The regulatory regime should emulate the results achieved in a 
competitive market to the greatest extent possible”. In particular 
does it include any “results” apart from those discussed on 
page 10, namely i) constrain the utility from exercising monopoly 
power and ii) create incentives for the utility to seek productivity 
improvements? 

RESPONSE: 

RESPONSE PROVIDED BY MR. KOLESAR 

The “results” I am referring to are predominately those discussed on page 10 of 
my evidence in Exhibit B-8. However, the industry is evolving and the demands on 
utilities are changing with the emergence of technologies that are affecting the 
grid and how it is to be used (and by whom) and as utilities adapt to new societal 
expectations with respect to the environment, First Nations, gender equality and 
other demands. These myriad forces are reshaping the industry and will make the 
role of balancing objectives in the public interest more complex for regulators. 
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10.0 Reference: Exhibit B-8, Appendix B, pages 4 and 10-12 of 18 

In his Submission (page 4) Mr. Kolesar states that the Commission should seek 
to achieve a balance among a number of objectives. 

1.10.2 One of the referenced objectives is that the regulatory regime 
should provide an opportunity for BC Hydro to recover its 
prudently incurred costs and earn its fair return. Would Mr. 
Kolesar agree that the regulatory regime should ensure that rates 
are fair and reasonable in that they only include prudently incurred 
costs required to deliver the service provided by the utility? 

RESPONSE: 

RESPONSE PROVIDED BY MR. KOLESAR 

By definition, just and reasonable rates only include the prudently incurred costs 
required to provide utility service. 
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11.0 Reference: Exhibit B-8, Appendix B, pages 5-8 

1.11.1 In Mr. Kolesar’s view, is it fair to conclude from the discussion that 
COSR and PBR (as well as any hybrid variations) are simply 
different approaches to establishing a multi-year revenue 
trajectory for a regulated utility? 

RESPONSE: 

RESPONSE PROVIDED BY MR. KOLESAR 

COSR and PBR and the hybrid variations between the two extremes present 
different approaches to establishing a multi-year revenue trajectory of just and 
reasonable rates for the utility; each exhibiting trade-offs with respect to various 
objectives such as complexity, understandability, efficiency incentives, regulatory 
burden, the sharing of costs and benefits, the allocation of risk, etc.   
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11.0 Reference: Exhibit B-8, Appendix B, pages 5-8 

1.11.1 In Mr. Kolesar’s view, is it fair to conclude from the discussion that 
COSR and PBR (as well as any hybrid variations) are simply 
different approaches to establishing a multi-year revenue 
trajectory for a regulated utility? 

1.11.1.1 If not, why not? 

RESPONSE: 

RESPONSE PROVIDED BY MR. KOLESAR 

Please refer to my response to BCOAPO IR 1.11.1. 
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11.0 Reference: Exhibit B-8, Appendix B, pages 5-8 

1.11.2 Is it also fair to conclude that earning sharing under PBR and the 
use of flow-through accounts under COSR are both mechanisms 
for truing up variances between forecast and actual costs and/or 
revenues? 

RESPONSE: 

RESPONSE PROVIDED BY MR. KOLESAR 

Earnings sharing distributes a predetermined percentage of earnings in excess of 
or short of the “allowed return” to or from rate payers by way of an adjustment to 
rates in a future period. Flow-through accounts generally function like true up (or 
deferral) accounts by recovering the actual costs incurred for various expense 
items (in the period they occur or in a future period) that are generally not 
forecastable in revenue requirement. 
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11.0 Reference: Exhibit B-8, Appendix B, pages 5-8 

1.11.2 Is it also fair to conclude that earning sharing under PBR and the 
use of flow-through accounts under COSR are both mechanisms 
for truing up variances between forecast and actual costs and/or 
revenues? 

1.11.2.1 If not, why not? 

RESPONSE: 

RESPONSE PROVIDED BY MR. KOLESAR 

Please refer to my response to BCOAPO IR 1.11.2. 
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12.0 Reference: Exhibit B-8, Appendix B, pages 9 and 12  

In his Submission (page 9) Mr. Kolesar states that: 

“BC Hydro is expected to earn and provide to its shareholder, the 
government of British Columbia, a net income in the amount required by 
Direction 8. There is no expectation for the Company to deliver a net 
income in excess of that amount. Indeed, any earnings in excess of that 
amount may be viewed as unpalatable, as they may lead to allegations that 
rates have been higher than they otherwise should have been.” 

Mr. Kolesar also states (page 12): 

“The analysis and discussion above concluded that, under PBR, it is most 
likely BC Hydro will seek productivity improvements sufficient to earn the 
return expected by its shareholder, but no more”. 

1.12.1 With respect to the statement on page 12, would Mr. Kolesar 
agree that the same applies to COSR in that under such a 
regulatory regime “it is most likely BC Hydro will seek productivity 
improvements sufficient to earn the return expected by its 
shareholder, but no more”? 

RESPONSE: 

RESPONSE PROVIDED BY MR. KOLESAR 

Under COSR BC Hydro will have an incentive to seek productivity improvements 
but not for the purpose of increasing its return beyond the return expected by its 
shareholder, the Government of British Columbia. This is because, as I state in my 
submission, there is no expectation for the Company to deliver a net income in 
excess of that amount and any earnings in excess of that amount may be viewed 
as unpalatable, as they may lead to allegations that rates have been higher than 
they otherwise should have been. 

However, BC Hydro will have an incentive to seek productivity improvements for 
the purpose of satisfying its mandate to keep rates among the lowest in North 
America.  
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12.0 Reference: Exhibit B-8, Appendix B, pages 9 and 12  

In his Submission (page 9) Mr. Kolesar states that: 

“BC Hydro is expected to earn and provide to its shareholder, the 
government of British Columbia, a net income in the amount required by 
Direction 8. There is no expectation for the Company to deliver a net 
income in excess of that amount. Indeed, any earnings in excess of that 
amount may be viewed as unpalatable, as they may lead to allegations that 
rates have been higher than they otherwise should have been.” 

Mr. Kolesar also states (page 12): 

“The analysis and discussion above concluded that, under PBR, it is most 
likely BC Hydro will seek productivity improvements sufficient to earn the 
return expected by its shareholder, but no more”. 

1.12.1 With respect to the statement on page 12, would Mr. Kolesar 
agree that the same applies to COSR in that under such a 
regulatory regime “it is most likely BC Hydro will seek productivity 
improvements sufficient to earn the return expected by its 
shareholder, but no more”? 

1.12.1.1 If not why not? 

RESPONSE: 

RESPONSE PROVIDED BY MR. KOLESAR 

Please refer to my response to BCOAPO IR 1.12.1. 
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12.0 Reference: Exhibit B-8, Appendix B, pages 9 and 12  

In his Submission (page 9) Mr. Kolesar states that: 

“BC Hydro is expected to earn and provide to its shareholder, the 
government of British Columbia, a net income in the amount required by 
Direction 8. There is no expectation for the Company to deliver a net 
income in excess of that amount. Indeed, any earnings in excess of that 
amount may be viewed as unpalatable, as they may lead to allegations that 
rates have been higher than they otherwise should have been.” 

Mr. Kolesar also states (page 12): 

“The analysis and discussion above concluded that, under PBR, it is most 
likely BC Hydro will seek productivity improvements sufficient to earn the 
return expected by its shareholder, but no more”. 

1.12.2 In Mr. Kolesar’s view, if (per page 4) BC Hydro currently has an 
“incentive” not to achieve efficiencies or additional revenues 
beyond those necessary to achieve its mandated level of net 
income which regulatory regime (PBR, COSR or some hybrid) is 
best suited to encouraging BC Hydro to pursue all practical 
efficiencies and additional revenues so as to limit future rate 
increases and what elements should specifically be included in the 
design to achieve this end? 

RESPONSE: 

RESPONSE PROVIDED BY MR. KOLESAR 

I have been engaged by BC Hydro to opine on a single question, specifically 
“Given that BC Hydro is not a profit maximizing utility, are there implications that 
should be considered in the design of the regulatory regime for the company”. I 
have not considered what elements should specifically be included in the design 
of BC Hydro’s regulatory regime. However, I would offer the following 
perspectives.  

PBR is premised on the basic idea that the firm will respond to the incentive to 
earn greater returns for its shareholder by seeking productivity gains because its 
shareholders keep all (or a portion of) the greater returns that result from being 
more productive until the time of rebasing. If, as I have posited in my submission, 
BC Hydro is not a profit maximizer and therefore would not be expected to 
respond fully to the incentives of PBR to seek productivity gains so as to earn a 
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return in excess of its allowed return, then there may be little or no advantage to 
adopting PBR in terms of economic efficiency.  

However, as I point out in my response to BCOAPO IR 1.12.1, under COSR 
BC Hydro will have an incentive to seek productivity improvements for the 
purpose of satisfying its mandate to keep rates among the lowest in North 
America and may achieve over time the same outcome with respect to 
productivity gains and rates as low as, or potentially lower than, under PBR.  
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1.0 Topic: Information-only performance metrics, low-carbon 

electrification 

Reference: Exhibit B-8, BC Hydro Supplementary Evidence, Appendix A, 
“Supplementary Report for BC Hydro,” Dr. Dennis Weisman, 
para.49, pdf p.43; Exhibit B-8, Q12; BC Hydro F2020-F2021 
Revenue Requirements Application proceeding, Exhibit B-1, 
Appendix E, BC Hydro 2019/20 – 2021/22 Service Plan, pdf 
p.1361 

Dr. Weisman states: 

“49. In addition, it is important to highlight the fact that in the specific case 
of BC Hydro, the Company essentially serves “two masters” in the form of 
the BC Commission and its government owner. The failure on the part of 
the company to comply with information-only performance metrics would 
likely not be received any more favorably by the government than by the 
Commission. It is therefore quite plausible to believe that information-only 
performance metrics may be more effective in eliciting the desired behavior 
from a crown corporation than they would be for an investor-owned utility. 
The failure of the crown corporation to meet or exceed the stipulated 
performance metrics would reflect poorly on the government and its 
leadership.” [Exhibit B-8, pdf p.43, underline added] 

BC Hydro states that “While shared saving performance incentive mechanisms 
would not be effective, information-only performance metrics, determined through 
a public process with the BCUC and interveners, would provide incremental 
incentives to BC Hydro.” [underline added] 

BC Hydro lists several ways in which BC Hydro currently reports to the BCUC on 
a number of performance metrics. One of these ways is the Annual Service Plan 
performance measures, filed as part of Revenue Requirements Applications. 
BC Hydro refers to Appendix E of BC Hydro’s Fiscal 2020 to Fiscal 2021 
Revenue Requirements Application. 

In BC Hydro’s 2019/20 – 2021/22 Service Plan, low-carbon electrification is 
included under “Goal 4: Help Make Renewable, Clean Power British Columbia’s 
Leading Energy Source.” Specifically, Objective 4.1 states: 

“Objective 4.1: BC Hydro will strengthen its legacy of renewable, clean 
power and conservation investments through its energy-efficiency and 
conservation programs, capacity reduction initiatives and support of 
low-carbon electrification.” [BC Hydro F2020-F2021 Revenue 
Requirements Application proceeding, Exhibit B-1, Appendix E, pdf p.1361, 
underline added] 
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Two performance measures are set out for BC Hydro’s Objective 4.1: “4.a, 
Energy Conservation Portfolio (New incremental GWh/year)” and “4.b, Clean 
Energy (%).” (Details are provided at 
https://www.bchydro.com/content/dam/BCHydro/customer-
portal/documents/corporate/regulatory-planning-documents/service-
plans/BCHydro-Service-Plan-F2020-23-data-source-and-benchmarking.pdf.)  

1.1.1 Please confirm, or otherwise explain, that in BC Hydro’s 2019/20 – 
2021/22 Service Plan, there is no Performance Measure for 
low-carbon electrification. 

RESPONSE: 

Confirmed.  

https://www.bchydro.com/content/dam/BCHydro/customer-portal/documents/corporate/regulatory-planning-documents/service-plans/BCHydro-Service-Plan-F2020-23-data-source-and-benchmarking.pdf
https://www.bchydro.com/content/dam/BCHydro/customer-portal/documents/corporate/regulatory-planning-documents/service-plans/BCHydro-Service-Plan-F2020-23-data-source-and-benchmarking.pdf
https://www.bchydro.com/content/dam/BCHydro/customer-portal/documents/corporate/regulatory-planning-documents/service-plans/BCHydro-Service-Plan-F2020-23-data-source-and-benchmarking.pdf
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1.0 Topic: Information-only performance metrics, low-carbon 

electrification 

Reference: Exhibit B-8, BC Hydro Supplementary Evidence, Appendix A, 
“Supplementary Report for BC Hydro,” Dr. Dennis Weisman, 
para.49, pdf p.43; Exhibit B-8, Q12; BC Hydro F2020-F2021 
Revenue Requirements Application proceeding, Exhibit B-1, 
Appendix E, BC Hydro 2019/20 – 2021/22 Service Plan, pdf 
p.1361 

Dr. Weisman states: 

“49. In addition, it is important to highlight the fact that in the specific case 
of BC Hydro, the Company essentially serves “two masters” in the form of 
the BC Commission and its government owner. The failure on the part of 
the company to comply with information-only performance metrics would 
likely not be received any more favorably by the government than by the 
Commission. It is therefore quite plausible to believe that information-only 
performance metrics may be more effective in eliciting the desired behavior 
from a crown corporation than they would be for an investor-owned utility. 
The failure of the crown corporation to meet or exceed the stipulated 
performance metrics would reflect poorly on the government and its 
leadership.” [Exhibit B-8, pdf p.43, underline added] 

BC Hydro states that “While shared saving performance incentive mechanisms 
would not be effective, information-only performance metrics, determined through 
a public process with the BCUC and interveners, would provide incremental 
incentives to BC Hydro.” [underline added] 

BC Hydro lists several ways in which BC Hydro currently reports to the BCUC on 
a number of performance metrics. One of these ways is the Annual Service Plan 
performance measures, filed as part of Revenue Requirements Applications. 
BC Hydro refers to Appendix E of BC Hydro’s Fiscal 2020 to Fiscal 2021 
Revenue Requirements Application. 

In BC Hydro’s 2019/20 – 2021/22 Service Plan, low-carbon electrification is 
included under “Goal 4: Help Make Renewable, Clean Power British Columbia’s 
Leading Energy Source.” Specifically, Objective 4.1 states: 

“Objective 4.1: BC Hydro will strengthen its legacy of renewable, clean 
power and conservation investments through its energy-efficiency and 
conservation programs, capacity reduction initiatives and support of 
low-carbon electrification.” [BC Hydro F2020-F2021 Revenue 
Requirements Application proceeding, Exhibit B-1, Appendix E, pdf p.1361, 
underline added] 
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Two performance measures are set out for BC Hydro’s Objective 4.1: “4.a, 
Energy Conservation Portfolio (New incremental GWh/year)” and “4.b, Clean 
Energy (%).” (Details are provided at 
https://www.bchydro.com/content/dam/BCHydro/customer-
portal/documents/corporate/regulatory-planning-documents/service-
plans/BCHydro-Service-Plan-F2020-23-data-source-and-benchmarking.pdf.)  

1.1.2 Will BC Hydro propose a Performance Measure for low-carbon 
electrification in the development of information-only performance 
metrics as part of BC Hydro’s suggested Improvements to 
BC Hydro’s Existing Regulatory Framework? If not, why not? 

RESPONSE: 

Yes, BC Hydro expects to propose a Performance Measure for low-carbon 
electrification as part of the process to develop information-only performance 
metrics.  

https://www.bchydro.com/content/dam/BCHydro/customer-portal/documents/corporate/regulatory-planning-documents/service-plans/BCHydro-Service-Plan-F2020-23-data-source-and-benchmarking.pdf
https://www.bchydro.com/content/dam/BCHydro/customer-portal/documents/corporate/regulatory-planning-documents/service-plans/BCHydro-Service-Plan-F2020-23-data-source-and-benchmarking.pdf
https://www.bchydro.com/content/dam/BCHydro/customer-portal/documents/corporate/regulatory-planning-documents/service-plans/BCHydro-Service-Plan-F2020-23-data-source-and-benchmarking.pdf


BC Sustainable Energy Association 
Information Request No. 1.2.1 Dated: January 7, 2021 
British Columbia Hydro & Power Authority 
Response issued February 4, 2021 

Page 1 
of 1 

British Columbia Hydro & Power Authority  
BCUC Review of BC Hydro’s Performance Based 
Regulation Report 

Exhibit: 
B-10 

 
 
2.0 Topic: Return on Equity and Capital Structure 

Reference: Exhibit B-8, BC Hydro Supplementary Evidence; Decision and 
Order G-246-20 

In Decision and Order G-246-20 regarding BC Hydro’s F2020-F2021 RRA, the 
Panel states on pdf p.107: “There is a public expectation that the BCUC will be 
reviewing and approving BC Hydro’s return on equity and capital structure after 
this Test Period.” 

1.2.1 What implications, if any, does the outcome of the Commission’s 
review of BC Hydro’s PBR Report have on BC Hydro’s application 
for approval of a return on equity and capital structure? 

RESPONSE: 

The BCUC’s review of BC Hydro’s PBR Report would have implications for 
BC Hydro’s return on equity and capital structure if it results in BC Hydro bearing 
increased risk. For further discussion on this point, refer to Dr. Weisman’s 
response to BCUC IR 1.193.1 in Exhibit A2-2.  
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2.0 Topic: Return on Equity and Capital Structure 

Reference: Exhibit B-8, BC Hydro Supplementary Evidence; Decision and 
Order G-246-20 

In Decision and Order G-246-20 regarding BC Hydro’s F2020-F2021 RRA, the 
Panel states on pdf p.107: “There is a public expectation that the BCUC will be 
reviewing and approving BC Hydro’s return on equity and capital structure after 
this Test Period.” 

1.2.2 When does BC Hydro intend to file its application for approval of a 
return on equity and capital structure? 

RESPONSE: 

At this time, BC Hydro does not have a specific timeline for its cost of capital 
application (i.e., application for a return on equity and capital structure). BC Hydro 
expects to provide a more specific update on this issue during the course of the 
proceeding on its Fiscal 2022 Revenue Requirements Application.  
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3.0 Topic: Trade Income 

Reference: Exhibit B-8, BC Hydro Supplementary Evidence, p.6; BCUC 
Proceeding “BC Hydro Application to Reconsider & Vary 
Directives Relating to Powerex Net Income in the F2020 to 
F2021 Revenue Requirements Decision” 

In support of its point that “BC Hydro’s approach to Trade Income and the sale of 
surplus properties demonstrates that BC Hydro does not have a profit 
maximization mandate,” BC Hydro states: 

“With regard to Trade Income, during the Fiscal 2020 to Fiscal 2021 
Revenue Requirements Application proceeding, BC Hydro stated: 

‘…BC Hydro continues to include forecast Trade Income in its 
revenue requirements on the same basis as the Previous Application. 
The inclusion of Trade Income in BC Hydro’s revenue requirements 
benefits ratepayers as it reduces the overall revenue requirements.’ 

In response to a follow-up information request, BC Hydro confirmed that 
government was aware of BC Hydro’s approach.” [Exhibit B-8, p.6] 

In Decision and Order G-246-20 regarding BC Hydro’s F2020-F2021 RRA, 
Directive 17 “directs that no actual Powerex net income be captured in the Trade 
Income Deferral Account absent further review and approval by the BCUC.” By 
letter of December 3, 2020, BC Hydro applied for reconsideration of Directive 17 
and a related directive (that BC Hydro refers to as 17A). That application is now 
the subject of separate proceeding 
(https://www.bcuc.com/ApplicationView.aspx?ApplicationId=834). 

1.3.1 Please comment on whether, and if so how, BC Hydro’s argument 
– that its approach to Trade Income demonstrates that BC Hydro 
does not have a profit maximization mandate – could be affected 
by the outcome of the reconsideration of Directives 17 and 17A. 

RESPONSE: 

BC Hydro notes that the BCUC has granted BC Hydro’s reconsideration 
application and ordered a hearing de novo on the underlying issues.   

The outcome of the hearing de novo would not affect BC Hydro’s argument in this 
regard. BC Hydro’s point is simply that its proposal to continue using Trade 
Income to reduce the overall revenue requirements rather than increase the return 
realized by the Government of B.C. demonstrates that BC Hydro does not have a 
profit maximization mandate. Put another way, if BC Hydro was mandated to 
maximize profits like an investor owned utility, then BC Hydro would be expected 
to flow Trade Income to the shareholder rather than to ratepayers.   

https://www.bcuc.com/ApplicationView.aspx?ApplicationId=834
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4.0 Topic: BC Hydro Cost of Service and PBR 

Reference: Exhibit B-8, BC Hydro Supplementary Evidence, Appendix A, 
“Supplementary Report for BC Hydro,” Dr. Dennis Weisman, 
para.52, pdf p.44 

Dr. Dennis Weisman states: 

“52. As a final observation, it is conceivable that the cost-benefit test for a 
formal PBR regime is likely to be more difficult to pass in the case of 
BC Hydro. The specific form of cost-of-service regulation under which the 
company currently operates is properly characterized as a form of PBR. 
Moreover, with a three-year (or longer) test period this type of regulatory 
regime may well give rise to greater incentive power than an indexed form 
of PBR with a term of 5 years that incorporates a significant 
earnings-sharing component. This suggests that at least in terms of 
incentive power, the Commission may well be taking a step backward if it 
opted for this type of PBR regime.” [underline added] 

1.4.1 Please explain what it is about the specific form of cost-of-service 
regulation under which BC Hydro operates that makes it a form of 
PBR. 

RESPONSE: 

RESPONSE PROVIDED BY DR. WEISMAN 

Please refer to my response to BCUC IRs 1.13.1, 1.14.1 and 1.15.1. 
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5.0 Topic: Mandate Letter 

Reference: Exhibit B-8, BC Hydro Supplementary Evidence 

In its discussion of BC Hydro not having a profit maximization mandate, 
BC Hydro refers to its Mandate Letter. BC Hydro provides a link to the most 
recent version of BC Hydro’s Mandate Letter, which is dated February 21, 2019.  

1.5.1 Has BC Hydro has received a more recent Mandate Letter, 
subsequent to the February 21, 2019 Mandate Letter? If so, 
please file a copy and comment on whether, and if so how, the 
new Mandate Letter affects BC Hydro’s view that it does not have 
a profit maximization mandate. 

RESPONSE: 

No, BC Hydro has not yet received a more recent Mandate Letter but expects to 
receive one soon.  
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6.0 Topic: Low-carbon electrification 

Reference: Exhibit B-8, BC Hydro Supplementary Evidence, Q10 and A10 

During the September 8, 2020 Workshop, Dr. Lowry, the expert retained by the 
Commission, said that BC Hydro’s low-carbon electrification efforts could be 
strengthened by shareholder incentives such as partial true-up for actual EV 
electricity sales volumes rather than the existing full revenue decoupling between 
estimated and actual sales volumes. He said:  

“Also, lastly, in the area of baby steps, I would say that it seems kind of a 
no-brainer to in some way strengthen the incentives of low carbon 
electrification. That could be done in a lot of different ways. One idea would 
be to have a partial true-up of estimated electric vehicle sales volumes to 
actuals. In other words, since instead of having the full drop, full decoupling 
for every cotton-picking sale to electric vehicle customers in the residential 
and commercial sector, you would have a partial trueup of the estimated 
sales volumes.” [T2:255, lines 14-24, Workshop Transcript Volume 2, 
underline added] 

Q10 in BC Hydro’s Supplementary Evidence states: 

“Q10. Do you support Dr. Lowry’s suggestion that low-carbon electrification 
should not be subject to full revenue decoupling?56” Footnote 56 states: 
“Refer to page 255 of Transcript Volume 2.” [Exhibit B-8, p.15] 

BC Hydro’s response to Q10 begins: 

“A10. No. BC Hydro’s Load Forecast Variance Deferral Account currently 
provides full revenue decoupling.57” 

Footnote 57 states: “Refer to Directive 15 of Order No. G-246-20.” That directive 
states: 

“15. Therefore the Panel directs the establishment of a load forecast 
variance account and directs BC Hydro to move all balances related to load 
forecast variance from the Non Heritage Deferral Account to the load 
forecast variance account. BC Hydro is directed to use the load forecast 
variance account to capture the variances between planned and actual 
domestic customer load. The Panel directs that the load forecast variance 
account be categorized as one of BC Hydro’s cost of energy variance 
accounts and that BC Hydro apply the same mechanisms for interest 
charges and recovery that are applicable to the Non-Heritage Deferral 
Account.”  
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1.6.1 Please confirm, or otherwise explain, that this first portion of 
BC Hydro’s response to Q10 is directed toward establishing that 
full revenue decoupling is the status quo per BCUC order, as 
distinct from addressing whether partial decoupling of EV 
electricity sales volumes would strengthen BC Hydro’s incentives 
for pursuing low-carbon electrification.  

RESPONSE: 

Confirmed.  
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6.0 Topic: Low-carbon electrification 

Reference: Exhibit B-8, BC Hydro Supplementary Evidence, Q10 and A10 

BC Hydro’s response to Q10 continues: 

“Partial decoupling of low-carbon electrification revenues would mean that 
customers would not receive all of the incremental revenue from 
BC Hydro’s electrification activities. Rather, the Government of B.C. would 
retain some of the incremental revenue in the form of higher actual net 
income. ...” 

1.6.2 Is another way of expressing BC Hydro’s point here that partial 
decoupling of BC Hydro’s low-carbon electrification revenues 
would incent BC Hydro to achieve incremental electrification by 
rewarding the BC Government with somewhat higher 
shareholder’s income corresponding to somewhat higher rates 
paid by customers? 

RESPONSE: 

BC Hydro’s point is that partial decoupling of BC Hydro’s low-carbon 
electrification revenues would be undesirable from a ratepayer perspective and 
lead to higher rates, all else equal.  

Partial decoupling would divert a portion of the revenues from low-carbon 
electrification (all of which currently flow to ratepayers under full decoupling) to 
the Government of B.C., based on the premise that doing so would provide 
BC Hydro with a stronger incentive to undertake electrification activities than it 
has today. The diversion of these revenues to the shareholder would mean, all 
else equal, higher rates paid by customers. In order for partial decoupling to 
produce net benefits to ratepayers, BC Hydro would need to respond to the 
additional financial incentive sufficiently to more than offset the revenues diverted 
to the shareholder. However, we do not believe that the potential to earn higher 
net income for our shareholder would provide an additional incentive over and 
above what we have today. BC Hydro does not have a profit maximization 
mandate and therefore is not incented to exceed its net income target.  

In short, we believe we are sufficiently motivated to pursue low-carbon 
electrification already, and we want all the benefits to flow to our customers. 
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6.0 Topic: Low-carbon electrification 

Reference: Exhibit B-8, BC Hydro Supplementary Evidence, Q10 and A10 

BC Hydro’s response to Q10 continues: 

“... In our response to Q5 above we explain why this would not provide any 
incremental incentive to BC Hydro ...”  

1.6.3 Is BC Hydro’s point here is that partial decoupling of low-carbon 
electrification revenues would not provide any incremental 
incentive to BC Hydro to pursue low-carbon electrification 
because BC Hydro does not have a profit-maximizing mandate? 

RESPONSE: 

Yes. Please refer to BC Hydro’s response to BCSEA IR 1.6.2. 
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6.0 Topic: Low-carbon electrification 

Reference: Exhibit B-8, BC Hydro Supplementary Evidence, Q10 and A10 

BC Hydro’s response to Q10 continues: 

“... and why an alternative approach, of tying any excess net income to 
incentive pay, would also not be applicable in BC Hydro’s case.” 

1.6.4 Is BC Hydro’s point here that BC Hydro’s lack of a 
profit-maximizing mandate cannot be overcome by providing 
senior executives with incentive pay tied to excess net income by 
BC Hydro, because the Public Sector Employers’ Council policy 
would not allow such a compensation mechanism?  

RESPONSE: 

Yes. Public Sector Employers’ Council policy allows for a salary holdback. While a 
salary holdback is a form of incentive pay, the maximum amount awarded to an 
individual employee is capped (i.e., it cannot increase above a pre-determined cap 
if excess net income is realized).  

Within this cap, the amount awarded to each individual employee reflects 
individual employee performance as well as BC Hydro’s results against its Service 
Plan performance measures, which represent the mandate provided to BC Hydro 
by the Government of B.C. As explained above, this mandate does not include 
profit maximization and accordingly, none of BC Hydro’s Service Plan 
performance measures reflect this objective. 
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6.0 Topic: Low-carbon electrification 

Reference: Exhibit B-8, BC Hydro Supplementary Evidence, Q10 and A10 

BC Hydro’s response to Q10 concludes: 

“The incentive for BC Hydro to pursue low carbon electrification is two-fold: 

(1) to help our customers and the Government of B.C. to achieve their 
objectives with regard to the reduction of greenhouse gas emissions, 
and  

(2) to generate incremental tariff revenue that can help to offset cost 
pressures and keep rates low for customers.  

Dr. Lowry’s suggestion would limit the effectiveness of the second incentive 
because it would limit the extent to which customers would benefit from any 
incremental revenue from low carbon electrification.” [underline added] 

1.6.5 Please explain how, in BC Hydro’s view, partial decoupling of 
low-carbon electrification revenues would limit the extent to which 
customers would benefit from any incremental revenue from low 
carbon electrification. 

RESPONSE: 

Partial decoupling of low-carbon electrification revenues would limit the extent to 
which customers would benefit from any incremental revenue from low-carbon 
electrification because only a portion of the incremental revenue realized 
in-between test periods would be returned to ratepayers in the form of lower rates. 
The other portion would be retained by the Government of B.C. in the form of 
higher actual net income. As a result, all else equal, rates would be higher than 
they would have been under full revenue decoupling.  

In the case of a profit-maximizing utility, all else may not be equal. The fact that 
some of the incremental revenue would be retained by the shareholder could 
incent additional electrification revenue, to the benefit of ratepayers, that exceeds 
the portion retained by the shareholder. However, BC Hydro does not have a 
mandate to maximize profits but does have a mandate to keep rates low for 
customers. Therefore, in the case of BC Hydro, partial de-coupling of low-carbon 
electrification revenues would not incent additional electrification revenue.  
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7.0 Topic: Typo? 

Reference: Exhibit B-8, BC Hydro Supplementary Evidence 

“In addition, it is important to recognize that the public may not accept profit 
maximization as a legitimate objective of a Crown Corporation. This is 
demonstrated by the experience of Hydro-Quebec where public backlash saw 
efficiency gains under PBR as customers being “overcharged” and the 
Government of B.C. subsequently introduced legislation to set electricity 
distribution rates and remove the requirement for a PBR mechanism to be 
established.” [underline added] 

1.7.1 Please confirm, or otherwise explain, that “Government of B.C.” 
should read “Government of Quebec.” 

RESPONSE: 

Confirmed.  
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1.0 Reference: Exhibit A2-10 PEG Responses to CEABC IR 1 to BCUC Staff 

Consultant, and Exhibit B-8, BC Hydro Supplementary 
Evidence, Section 2 The Goals of BCUC Regulation. 

In his response to CEABC IR 1.1 (Exhibit A2-10), Dr. Lowry gave the following as 
“a good summary of goals” [emphasis added]: 

“BCUC regulation of BC Hydro should ensure that the Company provides 
an appropriate array of safe, reliable, and reasonably-priced services that 
are in line with the BC energy objectives, and to regulate in a manner that 
is effective, efficient and fair..” 

In its answer A4 (Exhibit B-8), BC Hydro states that [emphasis added]: 

“The BCUC should have three broad goals with respect to its regulation of 
BC Hydro’s revenue requirement: to set rates at efficient levels, to maintain 
adequate, safe and reliable service and to ensure financial integrity through 
the recovery of reasonable and prudently incurred costs and by providing 
an opportunity to earn a fair return on investment.” 

Both summaries include effective, efficient, and fair regulation, service that is 
safe and reliable, and rates that are reasonably priced to recover BC Hydro’s 
costs. However, notably missing from the BC Hydro summary of regulatory goals 
is any mention of the BC energy objectives. 

The Utilities Commission Act (UCA) repeatedly directs the BCUC to “consider… 
British Columbia’s energy objectives” in its regulation of public utilities and, 
furthermore, in section 60, it states that “In setting a rate under this Act (a) the 
commission must consider all matters that it considers proper and relevant 
affecting the rate,...” 

1.1.1 Why does BC Hydro not include any mention of B.C.’s energy 
objectives in its summary of appropriate regulatory goals, even 
though the UCA repeatedly stipulates that B.C.’s energy 
objectives must be considered in the BCUC’s regulation of public 
utilities? 

RESPONSE: 

BC Hydro’s summary was not intended to be exhaustive. BC Hydro agrees that 
considering the energy objectives is an appropriate goal for the BCUC’s 
regulation of BC Hydro.  
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We note, however, that the legislated energy objectives are only applicable in the 
context of certain sections of the Utilities Commission Act. The rate setting 
provisions are not one of them. In the context of setting just and reasonable rates 
to recover a utility’s revenue requirements, which is our focus here, the key 
considerations are whether the rates are sufficient to recover reasonable costs 
and provide an opportunity to earn a fair return.  

That said, the legislated energy objectives do impact rates indirectly, in the sense 
that the rates would need to recover the costs of projects, expenditures and 
supply agreements that were approved by the BCUC having regard to those 
energy objectives. Government policy generally is also a very important factor in 
determining the reasonableness of rates, since those policy decisions can affect 
costs and revenues.   
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1.0 Reference: Exhibit A2-10 PEG Responses to CEABC IR 1 to BCUC Staff 

Consultant, and Exhibit B-8, BC Hydro Supplementary 
Evidence, Section 2 The Goals of BCUC Regulation. 

In his response to CEABC IR 1.1 (Exhibit A2-10), Dr. Lowry gave the following as 
“a good summary of goals” [emphasis added]: 

“BCUC regulation of BC Hydro should ensure that the Company provides 
an appropriate array of safe, reliable, and reasonably-priced services that 
are in line with the BC energy objectives, and to regulate in a manner that 
is effective, efficient and fair..” 

In its answer A4 (Exhibit B-8), BC Hydro states that [emphasis added]: 

“The BCUC should have three broad goals with respect to its regulation of 
BC Hydro’s revenue requirement: to set rates at efficient levels, to maintain 
adequate, safe and reliable service and to ensure financial integrity through 
the recovery of reasonable and prudently incurred costs and by providing 
an opportunity to earn a fair return on investment.” 

Both summaries include effective, efficient, and fair regulation, service that is 
safe and reliable, and rates that are reasonably priced to recover BC Hydro’s 
costs. However, notably missing from the BC Hydro summary of regulatory goals 
is any mention of the BC energy objectives. 

The Utilities Commission Act (UCA) repeatedly directs the BCUC to “consider… 
British Columbia’s energy objectives” in its regulation of public utilities and, 
furthermore, in section 60, it states that “In setting a rate under this Act (a) the 
commission must consider all matters that it considers proper and relevant 
affecting the rate,...” 

1.1.2 Is it BC Hydro’s view that B.C.’s energy objectives should NOT be 
included as a consideration when the BCUC reviews BC Hydro’s 
revenue requirements and sets BC Hydro’s requested rates? 

RESPONSE: 

Please refer to BC Hydro’s response to CEABC IR 1.1.1. 
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1.0 Reference: Exhibit A2-10 PEG Responses to CEABC IR 1 to BCUC Staff 

Consultant, and Exhibit B-8, BC Hydro Supplementary 
Evidence, Section 2 The Goals of BCUC Regulation. 

In his response to CEABC IR 1.1 (Exhibit A2-10), Dr. Lowry gave the following as 
“a good summary of goals” [emphasis added]: 

“BCUC regulation of BC Hydro should ensure that the Company provides 
an appropriate array of safe, reliable, and reasonably-priced services that 
are in line with the BC energy objectives, and to regulate in a manner that 
is effective, efficient and fair..” 

In its answer A4 (Exhibit B-8), BC Hydro states that [emphasis added]: 

“The BCUC should have three broad goals with respect to its regulation of 
BC Hydro’s revenue requirement: to set rates at efficient levels, to maintain 
adequate, safe and reliable service and to ensure financial integrity through 
the recovery of reasonable and prudently incurred costs and by providing 
an opportunity to earn a fair return on investment.” 

Both summaries include effective, efficient, and fair regulation, service that is 
safe and reliable, and rates that are reasonably priced to recover BC Hydro’s 
costs. However, notably missing from the BC Hydro summary of regulatory goals 
is any mention of the BC energy objectives. 

The Utilities Commission Act (UCA) repeatedly directs the BCUC to “consider… 
British Columbia’s energy objectives” in its regulation of public utilities and, 
furthermore, in section 60, it states that “In setting a rate under this Act (a) the 
commission must consider all matters that it considers proper and relevant 
affecting the rate,...” 

1.1.3 What does BC Hydro mean by “rates at efficient levels”? In 
BC Hydro’s view, how is an efficient rate level defined? How does 
BC Hydro measure the efficiency of its rates? 

RESPONSE: 

Please refer to BC Hydro’s response to BCOAPO IR 1.1.1 which provides a further 
explanation of the goal to set rates at efficient levels.  
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2.0 Reference: Exhibit B-8, BC Hydro Supplementary Evidence, Section 4, 

Aspects of PBR that May Help or Interfere with the Goals of 
BCUC Regulation of BC Hydro, page 11, Answer to Q6, re 
Moving to a 3-year Test Period. 

BC Hydro was asked if it supported Dr. Lowry’s suggestion of moving to a 
three-year test period, and its response was [emphasis added]: 

“A6. Yes. Multiyear Rate Plans are intended to incent efficient performance 
by creating a multi-year disconnect between allowed revenue and actual 
costs so that a utility must perform within a pre-determined revenue 
envelope to achieve its allowed return. BC Hydro’s current regulatory 
system already takes this approach by setting rates based on forecast 
costs for multiple 8 years. A three-year test period would create a greater 
disconnect between BC Hydro’s allowed revenue and actual costs. 

In his evidence, Dr. Weisman noted that the “textbook” Cost of Service 
regulation typically referenced in comparisons to PBR differs from what 
BC Hydro has currently, with the latter providing greater incentives. He 
confirms that under BC Hydro’s existing forecast test period approach to 
Cost of Service regulation, adding a third year to the test period would 
increase the incentive for efficient performance…” 

1.2.1 What is BC Hydro’s definition of “efficient performance” as used in 
the last line of the above quote? How does BC Hydro measure the 
“efficiency” of its own performance, and what “efficiency” scores 
has it achieved over the past 5 years? 

RESPONSE: 

BC Hydro would define efficient performance as the ongoing effort to achieve and 
sustain productivity improvements that allow us to absorb rising costs. We 
measure the efficiency of our performance through the achievement of our 
Service Plan performance measures and our allowed net income.  

A three-year test period would provide stronger incentives to perform efficiently 
because it extends the length of time over which upward cost pressures must be 
managed within a pre-defined revenue envelope to achieve the Service Plan 
performance measures and the allowed net income amount.  
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2.0 Reference: Exhibit B-8, BC Hydro Supplementary Evidence, Section 4, 

Aspects of PBR that May Help or Interfere with the Goals of 
BCUC Regulation of BC Hydro, page 11, Answer to Q6, re 
Moving to a 3-year Test Period. 

BC Hydro was asked if it supported Dr. Lowry’s suggestion of moving to a 
three-year test period, and its response was [emphasis added]: 

“A6. Yes. Multiyear Rate Plans are intended to incent efficient performance 
by creating a multi-year disconnect between allowed revenue and actual 
costs so that a utility must perform within a pre-determined revenue 
envelope to achieve its allowed return. BC Hydro’s current regulatory 
system already takes this approach by setting rates based on forecast 
costs for multiple 8 years. A three-year test period would create a greater 
disconnect between BC Hydro’s allowed revenue and actual costs. 

In his evidence, Dr. Weisman noted that the “textbook” Cost of Service 
regulation typically referenced in comparisons to PBR differs from what 
BC Hydro has currently, with the latter providing greater incentives. He 
confirms that under BC Hydro’s existing forecast test period approach to 
Cost of Service regulation, adding a third year to the test period would 
increase the incentive for efficient performance…” 

1.2.2 If all significant variances between forecast and actual revenues 
and costs are absorbed in deferral accounts, how is there any 
“disconnect between allowed revenues and actual costs” that can 
incent the utility to perform in order to achieve its allowed return? 

RESPONSE: 

BC Hydro does not agree that all significant variances between forecast and 
actual revenues and costs are captured in regulatory accounts. For example, 
variances between forecast and actual base operating costs are not deferred to 
regulatory accounts. 

Please refer to BC Hydro’s response to AMPC IR 1.1.1 where we explain that 
creating a greater disconnect between allowed revenue and actual costs only 
strengthens the incentive for efficient performance with regard to costs within the 
utility’s control.  
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2.0 Reference: Exhibit B-8, BC Hydro Supplementary Evidence, Section 4, 

Aspects of PBR that May Help or Interfere with the Goals of 
BCUC Regulation of BC Hydro, page 11, Answer to Q6, re 
Moving to a 3-year Test Period. 

BC Hydro was asked if it supported Dr. Lowry’s suggestion of moving to a 
three-year test period, and its response was [emphasis added]: 

“A6. Yes. Multiyear Rate Plans are intended to incent efficient performance 
by creating a multi-year disconnect between allowed revenue and actual 
costs so that a utility must perform within a pre-determined revenue 
envelope to achieve its allowed return. BC Hydro’s current regulatory 
system already takes this approach by setting rates based on forecast 
costs for multiple 8 years. A three-year test period would create a greater 
disconnect between BC Hydro’s allowed revenue and actual costs. 

In his evidence, Dr. Weisman noted that the “textbook” Cost of Service 
regulation typically referenced in comparisons to PBR differs from what 
BC Hydro has currently, with the latter providing greater incentives. He 
confirms that under BC Hydro’s existing forecast test period approach to 
Cost of Service regulation, adding a third year to the test period would 
increase the incentive for efficient performance…” 

1.2.3 If a utility’s allowed return is invariant regardless of its cost or 
revenue performance, how is there any incentive for the utility to 
perform more efficiently in order to earn that allowed return? 

RESPONSE: 

BC Hydro’s return is not invariant to its cost or revenue performance. Rather, its 
allowed revenues are invariant during the test period, which is what gives rise to 
the incentive. BC Hydro must manage its costs that are not subject to deferral 
treatment within a pre-determined revenue envelope to achieve its allowed return.  
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2.0 Reference: Exhibit B-8, BC Hydro Supplementary Evidence, Section 4, 

Aspects of PBR that May Help or Interfere with the Goals of 
BCUC Regulation of BC Hydro, page 11, Answer to Q6, re 
Moving to a 3-year Test Period. 

BC Hydro was asked if it supported Dr. Lowry’s suggestion of moving to a 
three-year test period, and its response was [emphasis added]: 

“A6. Yes. Multiyear Rate Plans are intended to incent efficient performance 
by creating a multi-year disconnect between allowed revenue and actual 
costs so that a utility must perform within a pre-determined revenue 
envelope to achieve its allowed return. BC Hydro’s current regulatory 
system already takes this approach by setting rates based on forecast 
costs for multiple 8 years. A three-year test period would create a greater 
disconnect between BC Hydro’s allowed revenue and actual costs. 

In his evidence, Dr. Weisman noted that the “textbook” Cost of Service 
regulation typically referenced in comparisons to PBR differs from what 
BC Hydro has currently, with the latter providing greater incentives. He 
confirms that under BC Hydro’s existing forecast test period approach to 
Cost of Service regulation, adding a third year to the test period would 
increase the incentive for efficient performance…” 

1.2.4 In BC Hydro’s case, with all its significant variances absorbed in 
deferral accounts, and its allowed return prescribed and invariant, 
how does adding a 3rd year to the test period “increase the 
incentive for efficient performance”? 

RESPONSE: 

BC Hydro does not agree with the premise articulated in the question, as 
explained in our responses to CEABC IRs 1.2.2 and 1.2.3. Adding a third year to 
the test period increases the incentive for efficient performance because it 
extends the length of time over which BC Hydro must manage its costs within a 
pre-determined revenue envelope to achieve its allowed return.  
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2.0 Reference: Exhibit B-8, BC Hydro Supplementary Evidence, Section 4, 

Aspects of PBR that May Help or Interfere with the Goals of 
BCUC Regulation of BC Hydro, page 11, Answer to Q6, re 
Moving to a 3-year Test Period. 

BC Hydro was asked if it supported Dr. Lowry’s suggestion of moving to a 
three-year test period, and its response was [emphasis added]: 

“A6. Yes. Multiyear Rate Plans are intended to incent efficient performance 
by creating a multi-year disconnect between allowed revenue and actual 
costs so that a utility must perform within a pre-determined revenue 
envelope to achieve its allowed return. BC Hydro’s current regulatory 
system already takes this approach by setting rates based on forecast 
costs for multiple 8 years. A three-year test period would create a greater 
disconnect between BC Hydro’s allowed revenue and actual costs. 

In his evidence, Dr. Weisman noted that the “textbook” Cost of Service 
regulation typically referenced in comparisons to PBR differs from what 
BC Hydro has currently, with the latter providing greater incentives. He 
confirms that under BC Hydro’s existing forecast test period approach to 
Cost of Service regulation, adding a third year to the test period would 
increase the incentive for efficient performance…” 

1.2.5 If performing better than forecast, either by cutting costs or 
increasing sales, makes no difference to the bottom line (i.e. to the 
shareholder’s Net Income), and if management’s personal 
compensation also does not depend on that bottom line, then how 
is there any incentive for management to improve bottom-line 
performance? 

RESPONSE: 

The premise articulated in the question is incorrect. BC Hydro’s performance 
against its forecast does impact the actual net income achieved. Furthermore, 
holdback pay for Executive Team members is tied, in part, to the achievement of 
budget targets. Please also refer to BC Hydro’s responses to CEABC IRs 1.2.2 and 
1.2.3. 
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2.0 Reference: Exhibit B-8, BC Hydro Supplementary Evidence, Section 4, 

Aspects of PBR that May Help or Interfere with the Goals of 
BCUC Regulation of BC Hydro, page 11, Answer to Q6, re 
Moving to a 3-year Test Period. 

BC Hydro was asked if it supported Dr. Lowry’s suggestion of moving to a 
three-year test period, and its response was [emphasis added]: 

“A6. Yes. Multiyear Rate Plans are intended to incent efficient performance 
by creating a multi-year disconnect between allowed revenue and actual 
costs so that a utility must perform within a pre-determined revenue 
envelope to achieve its allowed return. BC Hydro’s current regulatory 
system already takes this approach by setting rates based on forecast 
costs for multiple 8 years. A three-year test period would create a greater 
disconnect between BC Hydro’s allowed revenue and actual costs. 

In his evidence, Dr. Weisman noted that the “textbook” Cost of Service 
regulation typically referenced in comparisons to PBR differs from what 
BC Hydro has currently, with the latter providing greater incentives. He 
confirms that under BC Hydro’s existing forecast test period approach to 
Cost of Service regulation, adding a third year to the test period would 
increase the incentive for efficient performance…” 

1.2.6 Please explain why not being subject to an earnings review for 
three years, rather than two years, would give BC Hydro’s 
management some additional incentive for efficient performance? 

RESPONSE: 

A third year strengthens the incentive for efficient performance because it extends 
the length of time over which BC Hydro must manage its costs within a 
pre-determined revenue envelope to achieve its allowed return.  
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3.0 Reference: Exhibit B-8, BC Hydro Supplementary Evidence, Section 4, 

Aspects of PBR that May Help or Interfere with the Goals of 
BCUC Regulation of BC Hydro, page 15, Answer to Q10, re 
Low-Carbon Electrification, and Exhibit A2-5, BCUC Staff 
Consultant Report, and Exhibit A2-7, BCUC Staff Consultant 
Presentation. 

In his PBR Workshop presentation (Exhibit A2-7, “Review of BC Hydro’s PBR 
Report”, and subtitled “PBR in a High Distributed Energy Future”), under the 
heading of “Baby Steps”, Dr. Lowry made the following suggestions (slide 74) 
[emphasis added]: 

“Strengthened incentives for large load customers, bulk power sales, and 
low carbon electrification 

e.g., Partial true up of electric vehicle sales volumes to actuals” 

Which he further elaborated in his discussion (Transcript, vol. 2 page 255) as 
follows [emphasis added]: 

“Also, lastly, in the area of baby steps, I would say that it seems kind of a 
no-brainer to in some way strengthen the incentives of low carbon 
electrification. That could be done in a lot of different ways. One idea would 
be to have a partial true-up of estimated electric vehicle sales volumes to 
actuals. In other words, since instead of having the full drop, full decoupling 
for every cotton-picking sale to electric vehicle customers in the residential 
and commercial sector, you would have a partial true-up of the estimated 
sales volumes.” 

BC Hydro was asked (Exhibit B-8, page 15) “Do you support Dr. Lowry’s 
suggestion that low-carbon electrification should not be subject to full revenue 
decoupling?” It responded: 

“A10. No. BC Hydro’s Load Forecast Variance Deferral Account currently 
provides full revenue decoupling. 

Partial decoupling of low-carbon electrification revenues would mean that 
customers would not receive all of the incremental revenue from 
BC Hydro’s electrification activities. Rather, the Government of B.C. would 
retain some of the incremental revenue in the form of higher actual net 
income.” 

1.3.1 Our understanding of “full revenue decoupling” is that neither 
shortfalls nor excesses of revenues (vs. the forecast), will have 
any impact on the company’s Net Income. Hence these revenue 
variances will not go to the benefit (or cost) of the shareholder, but 
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will, instead, produce additional benefits or costs to the ratepayers 
– although these additional benefits or costs will be deferred into 
subsequent years. Is that a correct characterization of the 
expression “full revenue decoupling” as BC Hydro views it? 

RESPONSE: 

Yes, this is a correct characterization of how full revenue decoupling is currently 
in place under BC Hydro’s regulatory regime.  
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3.0 Reference: Exhibit B-8, BC Hydro Supplementary Evidence, Section 4, 

Aspects of PBR that May Help or Interfere with the Goals of 
BCUC Regulation of BC Hydro, page 15, Answer to Q10, re 
Low-Carbon Electrification, and Exhibit A2-5, BCUC Staff 
Consultant Report, and Exhibit A2-7, BCUC Staff Consultant 
Presentation. 

In his PBR Workshop presentation (Exhibit A2-7, “Review of BC Hydro’s PBR 
Report”, and subtitled “PBR in a High Distributed Energy Future”), under the 
heading of “Baby Steps”, Dr. Lowry made the following suggestions (slide 74) 
[emphasis added]: 

“Strengthened incentives for large load customers, bulk power sales, and 
low carbon electrification 

e.g., Partial true up of electric vehicle sales volumes to actuals” 

Which he further elaborated in his discussion (Transcript, vol. 2 page 255) as 
follows [emphasis added]: 

“Also, lastly, in the area of baby steps, I would say that it seems kind of a 
no-brainer to in some way strengthen the incentives of low carbon 
electrification. That could be done in a lot of different ways. One idea would 
be to have a partial true-up of estimated electric vehicle sales volumes to 
actuals. In other words, since instead of having the full drop, full decoupling 
for every cotton-picking sale to electric vehicle customers in the residential 
and commercial sector, you would have a partial true-up of the estimated 
sales volumes.” 

BC Hydro was asked (Exhibit B-8, page 15) “Do you support Dr. Lowry’s 
suggestion that low-carbon electrification should not be subject to full revenue 
decoupling?” It responded: 

“A10. No. BC Hydro’s Load Forecast Variance Deferral Account currently 
provides full revenue decoupling. 

Partial decoupling of low-carbon electrification revenues would mean that 
customers would not receive all of the incremental revenue from 
BC Hydro’s electrification activities. Rather, the Government of B.C. would 
retain some of the incremental revenue in the form of higher actual net 
income.” 

1.3.2 Please describe how the Load Forecast Variance Deferral 
Account operates, and how it provides “full revenue decoupling”. 
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RESPONSE: 

The Load Variance Regulatory Account captures the variances between planned 
and actual domestic customer load for future recovery from, or refund to, 
ratepayers in subsequent test periods.  
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3.0 Reference: Exhibit B-8, BC Hydro Supplementary Evidence, Section 4, 

Aspects of PBR that May Help or Interfere with the Goals of 
BCUC Regulation of BC Hydro, page 15, Answer to Q10, re 
Low-Carbon Electrification, and Exhibit A2-5, BCUC Staff 
Consultant Report, and Exhibit A2-7, BCUC Staff Consultant 
Presentation. 

In his PBR Workshop presentation (Exhibit A2-7, “Review of BC Hydro’s PBR 
Report”, and subtitled “PBR in a High Distributed Energy Future”), under the 
heading of “Baby Steps”, Dr. Lowry made the following suggestions (slide 74) 
[emphasis added]: 

“Strengthened incentives for large load customers, bulk power sales, and 
low carbon electrification 

e.g., Partial true up of electric vehicle sales volumes to actuals” 

Which he further elaborated in his discussion (Transcript, vol. 2 page 255) as 
follows [emphasis added]: 

“Also, lastly, in the area of baby steps, I would say that it seems kind of a 
no-brainer to in some way strengthen the incentives of low carbon 
electrification. That could be done in a lot of different ways. One idea would 
be to have a partial true-up of estimated electric vehicle sales volumes to 
actuals. In other words, since instead of having the full drop, full decoupling 
for every cotton-picking sale to electric vehicle customers in the residential 
and commercial sector, you would have a partial true-up of the estimated 
sales volumes.” 

BC Hydro was asked (Exhibit B-8, page 15) “Do you support Dr. Lowry’s 
suggestion that low-carbon electrification should not be subject to full revenue 
decoupling?” It responded: 

“A10. No. BC Hydro’s Load Forecast Variance Deferral Account currently 
provides full revenue decoupling. 

Partial decoupling of low-carbon electrification revenues would mean that 
customers would not receive all of the incremental revenue from 
BC Hydro’s electrification activities. Rather, the Government of B.C. would 
retain some of the incremental revenue in the form of higher actual net 
income.” 

1.3.3 Does the use of this Deferral Account mean that, although rates 
are initially reduced by the amount of the forecast revenues (from 
sales to electric vehicles), any over or under- achievement of that 
forecast will be passed on to ratepayers in subsequent years? 
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RESPONSE: 

Rates reflect the revenue forecast upon which they are set. The difference 
between actual and forecast revenue is captured in the Load Variance Regulatory 
Account and passed on to ratepayers in subsequent years.  
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3.0 Reference: Exhibit B-8, BC Hydro Supplementary Evidence, Section 4, 

Aspects of PBR that May Help or Interfere with the Goals of 
BCUC Regulation of BC Hydro, page 15, Answer to Q10, re 
Low-Carbon Electrification, and Exhibit A2-5, BCUC Staff 
Consultant Report, and Exhibit A2-7, BCUC Staff Consultant 
Presentation. 

In his PBR Workshop presentation (Exhibit A2-7, “Review of BC Hydro’s PBR 
Report”, and subtitled “PBR in a High Distributed Energy Future”), under the 
heading of “Baby Steps”, Dr. Lowry made the following suggestions (slide 74) 
[emphasis added]: 

“Strengthened incentives for large load customers, bulk power sales, and 
low carbon electrification 

e.g., Partial true up of electric vehicle sales volumes to actuals” 

Which he further elaborated in his discussion (Transcript, vol. 2 page 255) as 
follows [emphasis added]: 

“Also, lastly, in the area of baby steps, I would say that it seems kind of a 
no-brainer to in some way strengthen the incentives of low carbon 
electrification. That could be done in a lot of different ways. One idea would 
be to have a partial true-up of estimated electric vehicle sales volumes to 
actuals. In other words, since instead of having the full drop, full decoupling 
for every cotton-picking sale to electric vehicle customers in the residential 
and commercial sector, you would have a partial true-up of the estimated 
sales volumes.” 

BC Hydro was asked (Exhibit B-8, page 15) “Do you support Dr. Lowry’s 
suggestion that low-carbon electrification should not be subject to full revenue 
decoupling?” It responded: 

“A10. No. BC Hydro’s Load Forecast Variance Deferral Account currently 
provides full revenue decoupling. 

Partial decoupling of low-carbon electrification revenues would mean that 
customers would not receive all of the incremental revenue from 
BC Hydro’s electrification activities. Rather, the Government of B.C. would 
retain some of the incremental revenue in the form of higher actual net 
income.” 

1.3.4 Are the costs of providing these sales to electric vehicles also 
incorporated into the same Deferral Account? How is this done? 
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RESPONSE: 

No. The Load Variance Regulatory Account captures variances between forecast 
and actual revenue only. The treatment of the costs is discussed in BC Hydro’s 
response to CEABC IR 1.3.5. 
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3.0 Reference: Exhibit B-8, BC Hydro Supplementary Evidence, Section 4, 

Aspects of PBR that May Help or Interfere with the Goals of 
BCUC Regulation of BC Hydro, page 15, Answer to Q10, re 
Low-Carbon Electrification, and Exhibit A2-5, BCUC Staff 
Consultant Report, and Exhibit A2-7, BCUC Staff Consultant 
Presentation. 

In his PBR Workshop presentation (Exhibit A2-7, “Review of BC Hydro’s PBR 
Report”, and subtitled “PBR in a High Distributed Energy Future”), under the 
heading of “Baby Steps”, Dr. Lowry made the following suggestions (slide 74) 
[emphasis added]: 

“Strengthened incentives for large load customers, bulk power sales, and 
low carbon electrification 

e.g., Partial true up of electric vehicle sales volumes to actuals” 

Which he further elaborated in his discussion (Transcript, vol. 2 page 255) as 
follows [emphasis added]: 

“Also, lastly, in the area of baby steps, I would say that it seems kind of a 
no-brainer to in some way strengthen the incentives of low carbon 
electrification. That could be done in a lot of different ways. One idea would 
be to have a partial true-up of estimated electric vehicle sales volumes to 
actuals. In other words, since instead of having the full drop, full decoupling 
for every cotton-picking sale to electric vehicle customers in the residential 
and commercial sector, you would have a partial true-up of the estimated 
sales volumes.” 

BC Hydro was asked (Exhibit B-8, page 15) “Do you support Dr. Lowry’s 
suggestion that low-carbon electrification should not be subject to full revenue 
decoupling?” It responded: 

“A10. No. BC Hydro’s Load Forecast Variance Deferral Account currently 
provides full revenue decoupling. 

Partial decoupling of low-carbon electrification revenues would mean that 
customers would not receive all of the incremental revenue from 
BC Hydro’s electrification activities. Rather, the Government of B.C. would 
retain some of the incremental revenue in the form of higher actual net 
income.” 

1.3.5 Therefore, does this mean that the ratepayers will eventually 
receive all the actual revenues from and all the actual costs of any 
electricity sales to electric vehicles? 
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RESPONSE: 

Under the current approach, ratepayers will eventually receive all of the actual 
revenues from any electricity sales for electric vehicles.  

With regard to the costs to serve this load, the eventual outcome varies 
depending on the type of cost incurred and whether the actual costs or the 
variances between forecast and actual costs are deferred to a regulatory account 
or not. For example: 

• Operating costs are not subject to deferral treatment so ratepayers pay the 
planned amounts that are included in BC Hydro’s revenue requirement.  

• Amortization of capital additions for electric vehicle charging stations is 
subject to deferral treatment like other capital additions so ratepayers will 
ultimately pay the actual costs.  
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3.0 Reference: Exhibit B-8, BC Hydro Supplementary Evidence, Section 4, 

Aspects of PBR that May Help or Interfere with the Goals of 
BCUC Regulation of BC Hydro, page 15, Answer to Q10, re 
Low-Carbon Electrification, and Exhibit A2-5, BCUC Staff 
Consultant Report, and Exhibit A2-7, BCUC Staff Consultant 
Presentation. 

In his PBR Workshop presentation (Exhibit A2-7, “Review of BC Hydro’s PBR 
Report”, and subtitled “PBR in a High Distributed Energy Future”), under the 
heading of “Baby Steps”, Dr. Lowry made the following suggestions (slide 74) 
[emphasis added]: 

“Strengthened incentives for large load customers, bulk power sales, and 
low carbon electrification 

e.g., Partial true up of electric vehicle sales volumes to actuals” 

Which he further elaborated in his discussion (Transcript, vol. 2 page 255) as 
follows [emphasis added]: 

“Also, lastly, in the area of baby steps, I would say that it seems kind of a 
no-brainer to in some way strengthen the incentives of low carbon 
electrification. That could be done in a lot of different ways. One idea would 
be to have a partial true-up of estimated electric vehicle sales volumes to 
actuals. In other words, since instead of having the full drop, full decoupling 
for every cotton-picking sale to electric vehicle customers in the residential 
and commercial sector, you would have a partial true-up of the estimated 
sales volumes.” 

BC Hydro was asked (Exhibit B-8, page 15) “Do you support Dr. Lowry’s 
suggestion that low-carbon electrification should not be subject to full revenue 
decoupling?” It responded: 

“A10. No. BC Hydro’s Load Forecast Variance Deferral Account currently 
provides full revenue decoupling. 

Partial decoupling of low-carbon electrification revenues would mean that 
customers would not receive all of the incremental revenue from 
BC Hydro’s electrification activities. Rather, the Government of B.C. would 
retain some of the incremental revenue in the form of higher actual net 
income.” 

1.3.6 How does BC Hydro interpret Dr. Lowry’s phrase “a partial true-up 
of estimated electric vehicle sales volumes to actuals”? Does 
BC Hydro interpret this to mean the elimination of the use of the 
Load Forecast Variance Deferral Account with respect to sales to 
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electric vehicles? Would that, in turn, mean that any under or 
over-achievement of the forecast sales would then flow to 
BC Hydro’s Net Income in the year of the sales, and consequently 
alter the Government’s return for that year? 

RESPONSE: 

BC Hydro interprets a “partial true-up of estimated electric vehicle sales volumes 
to actuals” to mean that the Load Variance Regulatory Account would continue 
but only a portion of the variance between forecast and actual electric vehicle 
sales volumes would be deferred to the account for future recovery from, or 
refund to, ratepayers. The remainder would impact BC Hydro’s actual net income 
(i.e., the return realized by the Government of B.C. as shareholder) in that year.  

Please also refer to BC Hydro’s response to BCUC IR 1.6.3 where we explain that 
since BC Hydro does not have a mandate to maximize profits, ratepayers would 
be worse off with partial revenue decoupling because they would be 
unnecessarily foregoing some of the revenue benefits of the electrification 
initiatives. 
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3.0 Reference: Exhibit B-8, BC Hydro Supplementary Evidence, Section 4, 

Aspects of PBR that May Help or Interfere with the Goals of 
BCUC Regulation of BC Hydro, page 15, Answer to Q10, re 
Low-Carbon Electrification, and Exhibit A2-5, BCUC Staff 
Consultant Report, and Exhibit A2-7, BCUC Staff Consultant 
Presentation. 

In his PBR Workshop presentation (Exhibit A2-7, “Review of BC Hydro’s PBR 
Report”, and subtitled “PBR in a High Distributed Energy Future”), under the 
heading of “Baby Steps”, Dr. Lowry made the following suggestions (slide 74) 
[emphasis added]: 

“Strengthened incentives for large load customers, bulk power sales, and 
low carbon electrification 

e.g., Partial true up of electric vehicle sales volumes to actuals” 

Which he further elaborated in his discussion (Transcript, vol. 2 page 255) as 
follows [emphasis added]: 

“Also, lastly, in the area of baby steps, I would say that it seems kind of a 
no-brainer to in some way strengthen the incentives of low carbon 
electrification. That could be done in a lot of different ways. One idea would 
be to have a partial true-up of estimated electric vehicle sales volumes to 
actuals. In other words, since instead of having the full drop, full decoupling 
for every cotton-picking sale to electric vehicle customers in the residential 
and commercial sector, you would have a partial true-up of the estimated 
sales volumes.” 

BC Hydro was asked (Exhibit B-8, page 15) “Do you support Dr. Lowry’s 
suggestion that low-carbon electrification should not be subject to full revenue 
decoupling?” It responded: 

“A10. No. BC Hydro’s Load Forecast Variance Deferral Account currently 
provides full revenue decoupling. 

Partial decoupling of low-carbon electrification revenues would mean that 
customers would not receive all of the incremental revenue from 
BC Hydro’s electrification activities. Rather, the Government of B.C. would 
retain some of the incremental revenue in the form of higher actual net 
income.” 

1.3.7 How does BC Hydro interpret Dr. Lowry’s use of the word 
“partial”? Is he implying less than the full elimination of the use of 
the Deferral Account? How does BC Hydro assume that such a 
partial true-up could be implemented? 
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RESPONSE: 

Please refer to BC Hydro’s response to CEABC IR 1.3.6.  
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3.0 Reference: Exhibit B-8, BC Hydro Supplementary Evidence, Section 4, 

Aspects of PBR that May Help or Interfere with the Goals of 
BCUC Regulation of BC Hydro, page 15, Answer to Q10, re 
Low-Carbon Electrification, and Exhibit A2-5, BCUC Staff 
Consultant Report, and Exhibit A2-7, BCUC Staff Consultant 
Presentation. 

In his PBR Workshop presentation (Exhibit A2-7, “Review of BC Hydro’s PBR 
Report”, and subtitled “PBR in a High Distributed Energy Future”), under the 
heading of “Baby Steps”, Dr. Lowry made the following suggestions (slide 74) 
[emphasis added]: 

“Strengthened incentives for large load customers, bulk power sales, and 
low carbon electrification 

e.g., Partial true up of electric vehicle sales volumes to actuals” 

Which he further elaborated in his discussion (Transcript, vol. 2 page 255) as 
follows [emphasis added]: 

“Also, lastly, in the area of baby steps, I would say that it seems kind of a 
no-brainer to in some way strengthen the incentives of low carbon 
electrification. That could be done in a lot of different ways. One idea would 
be to have a partial true-up of estimated electric vehicle sales volumes to 
actuals. In other words, since instead of having the full drop, full decoupling 
for every cotton-picking sale to electric vehicle customers in the residential 
and commercial sector, you would have a partial true-up of the estimated 
sales volumes.” 

BC Hydro was asked (Exhibit B-8, page 15) “Do you support Dr. Lowry’s 
suggestion that low-carbon electrification should not be subject to full revenue 
decoupling?” It responded: 

“A10. No. BC Hydro’s Load Forecast Variance Deferral Account currently 
provides full revenue decoupling. 

Partial decoupling of low-carbon electrification revenues would mean that 
customers would not receive all of the incremental revenue from 
BC Hydro’s electrification activities. Rather, the Government of B.C. would 
retain some of the incremental revenue in the form of higher actual net 
income.” 

1.3.8 Please describe how the “partial true-up” described by Dr. Lowry 
could strengthen the incentives for low-carbon electrification? 
Would it provide any additional incentive for BC Hydro to more 
aggressively pursue increased sales to electric vehicles (such as 
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by offering incentive pricing schemes similar to those used to 
encourage energy efficiency and conservation)? Would it remove 
the risks associated with BC Hydro pursuing a more aggressive 
campaign to increase sales to electric vehicles? 

RESPONSE: 

Please refer to BC Hydro’s response to CEABC IR 1.3.7 where we provide our 
understanding of a “partial true-up”.  

BC Hydro does not believe that this approach would provide any additional 
incentive to pursue increased sales to electric vehicles. We undertake 
electrification because it is part of BC Hydro’s mandate, reflects Government of 
B.C. policy and benefits ratepayers. A partial true-up would actually undermine 
one of the current incentives that BC Hydro has to pursue low-carbon 
electrification because it would limit the extent to which customers would benefit 
from any incremental revenue from low-carbon electrification, and divert those 
benefits to BC Hydro’s shareholder. For further discussion on this point, refer to 
BC Hydro’s response to BCSEA IR 1.6.2.  

BC Hydro does not see how a “partial true-up” of forecast and actual revenues 
would remove the risks associated with pursuing a “more aggressive campaign” 
to increase sales to electric vehicles.  
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3.0 Reference: Exhibit B-8, BC Hydro Supplementary Evidence, Section 4, 

Aspects of PBR that May Help or Interfere with the Goals of 
BCUC Regulation of BC Hydro, page 15, Answer to Q10, re 
Low-Carbon Electrification, and Exhibit A2-5, BCUC Staff 
Consultant Report, and Exhibit A2-7, BCUC Staff Consultant 
Presentation. 

In his PBR Workshop presentation (Exhibit A2-7, “Review of BC Hydro’s PBR 
Report”, and subtitled “PBR in a High Distributed Energy Future”), under the 
heading of “Baby Steps”, Dr. Lowry made the following suggestions (slide 74) 
[emphasis added]: 

“Strengthened incentives for large load customers, bulk power sales, and 
low carbon electrification 

e.g., Partial true up of electric vehicle sales volumes to actuals” 

Which he further elaborated in his discussion (Transcript, vol. 2 page 255) as 
follows [emphasis added]: 

“Also, lastly, in the area of baby steps, I would say that it seems kind of a 
no-brainer to in some way strengthen the incentives of low carbon 
electrification. That could be done in a lot of different ways. One idea would 
be to have a partial true-up of estimated electric vehicle sales volumes to 
actuals. In other words, since instead of having the full drop, full decoupling 
for every cotton-picking sale to electric vehicle customers in the residential 
and commercial sector, you would have a partial true-up of the estimated 
sales volumes.” 

BC Hydro was asked (Exhibit B-8, page 15) “Do you support Dr. Lowry’s 
suggestion that low-carbon electrification should not be subject to full revenue 
decoupling?” It responded: 

“A10. No. BC Hydro’s Load Forecast Variance Deferral Account currently 
provides full revenue decoupling. 

Partial decoupling of low-carbon electrification revenues would mean that 
customers would not receive all of the incremental revenue from 
BC Hydro’s electrification activities. Rather, the Government of B.C. would 
retain some of the incremental revenue in the form of higher actual net 
income.” 

1.3.9 To what extent is BC Hydro forecasting a profit or a loss from 
sales to electric vehicles? Is there a perceived risk associated with 
these incremental sales? If so, why, and what is the potential cost 
and timing of that risk? 
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RESPONSE: 

BC Hydro is not forecasting a profit or a loss from sales to electric vehicles that 
would cause higher or lower net income. BC Hydro includes planned costs and 
revenues related to electric vehicles in its revenue requirement applications.   

Customers will receive the benefit of all actual revenues from sales to electric 
vehicles since variances to plan in such revenues are deferred to the Load 
Variance Regulatory Account. There is risk with regard to the timing and quantum 
of sales to electric vehicles (e.g., whether or not the uptake of electric vehicles, 
and the resulting electricity sales, happen more quickly or more slowly than 
forecast).  

With regard to costs associated with electric vehicles, refer to BC Hydro’s 
response to CEABC IR 1.3.5.  
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3.0 Reference: Exhibit B-8, BC Hydro Supplementary Evidence, Section 4, 

Aspects of PBR that May Help or Interfere with the Goals of 
BCUC Regulation of BC Hydro, page 15, Answer to Q10, re 
Low-Carbon Electrification, and Exhibit A2-5, BCUC Staff 
Consultant Report, and Exhibit A2-7, BCUC Staff Consultant 
Presentation. 

In his PBR Workshop presentation (Exhibit A2-7, “Review of BC Hydro’s PBR 
Report”, and subtitled “PBR in a High Distributed Energy Future”), under the 
heading of “Baby Steps”, Dr. Lowry made the following suggestions (slide 74) 
[emphasis added]: 

“Strengthened incentives for large load customers, bulk power sales, and 
low carbon electrification 

e.g., Partial true up of electric vehicle sales volumes to actuals” 

Which he further elaborated in his discussion (Transcript, vol. 2 page 255) as 
follows [emphasis added]: 

“Also, lastly, in the area of baby steps, I would say that it seems kind of a 
no-brainer to in some way strengthen the incentives of low carbon 
electrification. That could be done in a lot of different ways. One idea would 
be to have a partial true-up of estimated electric vehicle sales volumes to 
actuals. In other words, since instead of having the full drop, full decoupling 
for every cotton-picking sale to electric vehicle customers in the residential 
and commercial sector, you would have a partial true-up of the estimated 
sales volumes.” 

BC Hydro was asked (Exhibit B-8, page 15) “Do you support Dr. Lowry’s 
suggestion that low-carbon electrification should not be subject to full revenue 
decoupling?” It responded: 

“A10. No. BC Hydro’s Load Forecast Variance Deferral Account currently 
provides full revenue decoupling. 

Partial decoupling of low-carbon electrification revenues would mean that 
customers would not receive all of the incremental revenue from 
BC Hydro’s electrification activities. Rather, the Government of B.C. would 
retain some of the incremental revenue in the form of higher actual net 
income.” 

1.3.10 Could some variation of a “partial true-up,” such as alluded to by 
Dr. Lowry, be used to transfer the risk of any sales shortfalls or 
cost overruns to the Government, while retaining at least some 
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portion of the upside of any cost savings or sales increases for the 
ratepayers? If so, how would this be implemented by BC Hydro? 

RESPONSE: 

In BC Hydro’s view, it would not be just and reasonable or practical to design a 
mechanism that allocates downside risks and costs to one party (i.e., the 
Government of B.C. as shareholder of BC Hydro) and upside savings and sales to 
another party (i.e., ratepayers). This would represent a misalignment of costs, 
risks and benefits and BC Hydro does not see the rationale for such an approach. 
Prudently incurred and reasonable costs are recoverable from ratepayers.   
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3.0 Reference: Exhibit B-8, BC Hydro Supplementary Evidence, Section 4, 

Aspects of PBR that May Help or Interfere with the Goals of 
BCUC Regulation of BC Hydro, page 15, Answer to Q10, re 
Low-Carbon Electrification, and Exhibit A2-5, BCUC Staff 
Consultant Report, and Exhibit A2-7, BCUC Staff Consultant 
Presentation. 

In his PBR Workshop presentation (Exhibit A2-7, “Review of BC Hydro’s PBR 
Report”, and subtitled “PBR in a High Distributed Energy Future”), under the 
heading of “Baby Steps”, Dr. Lowry made the following suggestions (slide 74) 
[emphasis added]: 

“Strengthened incentives for large load customers, bulk power sales, and 
low carbon electrification 

e.g., Partial true up of electric vehicle sales volumes to actuals” 

Which he further elaborated in his discussion (Transcript, vol. 2 page 255) as 
follows [emphasis added]: 

“Also, lastly, in the area of baby steps, I would say that it seems kind of a 
no-brainer to in some way strengthen the incentives of low carbon 
electrification. That could be done in a lot of different ways. One idea would 
be to have a partial true-up of estimated electric vehicle sales volumes to 
actuals. In other words, since instead of having the full drop, full decoupling 
for every cotton-picking sale to electric vehicle customers in the residential 
and commercial sector, you would have a partial true-up of the estimated 
sales volumes.” 

BC Hydro was asked (Exhibit B-8, page 15) “Do you support Dr. Lowry’s 
suggestion that low-carbon electrification should not be subject to full revenue 
decoupling?” It responded: 

“A10. No. BC Hydro’s Load Forecast Variance Deferral Account currently 
provides full revenue decoupling. 

Partial decoupling of low-carbon electrification revenues would mean that 
customers would not receive all of the incremental revenue from 
BC Hydro’s electrification activities. Rather, the Government of B.C. would 
retain some of the incremental revenue in the form of higher actual net 
income.” 

1.3.11 If the Government were to direct BC Hydro to aggressively price 
and pursue a specified level of electricity sales to electric vehicles, 
would BC Hydro then consider it appropriate to eliminate the use 
of the Deferral Account to defer any variances in those sales 
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revenues or the costs of providing those sales, thus causing the 
risks and the rewards associated with that Government direction 
to then fall on the Government rather than the ratepayers? 

RESPONSE: 

No. In BC Hydro’s view, the benefit of any incremental amount of actual sales to 
electric vehicles, relative to the forecast amount, should be to the account of 
ratepayers so that those sales benefit customers by keeping rates lower than they 
otherwise would have been.  

We understand the intent of “partial decoupling” as Dr. Lowry envisages it to be 
to attempt to incent further electrification initiatives by allocating a portion of the 
proceeds of sales variances to the shareholder. If the Government of B.C. were to 
direct BC Hydro to aggressively price and pursue a specified level of electricity 
sales to electric vehicles, that directive would be sufficient incentive on its own 
for BC Hydro to undertake the activities. As BC Hydro is not mandated to pursue 
higher profits, diverting proceeds to the shareholder in those circumstances 
would only deprive ratepayers of benefits and would not provide any incremental 
motivation to BC Hydro.  
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4.0 Reference: Exhibit B-8, BC Hydro Supplementary Evidence, Appendix A, 

Dr. Weisman’s Supplementary Report, pages 12-16, 
discussion of Incentive Power. 

Dr. Weisman compares the merits of longer vs. shorter test periods, and of 
higher vs. lower rates of revenue retention, in terms of a measure he calls 
“incentive power”. It appears that the whole concept of incentive power is 
predicated on management being able to retain some portion of any cost savings 
or revenue enhancements they can produce. The greater the proportion of 
savings that can be retained by management, or the longer the duration of that 
retention, the higher will be the calculated score for incentive power. 

This implies that the ability of management to retain efficiency gains for its own 
benefit is the source of any incentive for management to find and achieve cost 
savings and efficiency gains -- 

i.e. to encourage them to find and achieve efficiency gains, management must be 
able to retain some portion of the benefits from those gains. 

1.4.1 Is our understanding correct, that without any ability to retain the 
benefits of cost savings or efficiency gains there can be no 
incentive power, according to Dr. Weisman’s metric? 

RESPONSE: 

RESPONSE PROVIDED BY DR. WEISMAN 

Yes. In general, for a profit-maximizing, regulated firm, if cost-savings are 
instantaneously appropriated by the regulator, either through earnings sharing or 
price reductions, the incentive power of the regulatory regime would be zero.    

This does not imply that management and employees will not be driven to 
minimize costs and work diligently to achieve stipulated performance metrics, but 
the inducement for such behavior may not be rewards/penalties that are 
denominated in dollars per se.  

Please refer to my response to BCUC IR 1.14.3. 
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4.0 Reference: Exhibit B-8, BC Hydro Supplementary Evidence, Appendix A, 

Dr. Weisman’s Supplementary Report, pages 12-16, 
discussion of Incentive Power. 

Dr. Weisman compares the merits of longer vs. shorter test periods, and of 
higher vs. lower rates of revenue retention, in terms of a measure he calls 
“incentive power”. It appears that the whole concept of incentive power is 
predicated on management being able to retain some portion of any cost savings 
or revenue enhancements they can produce. The greater the proportion of 
savings that can be retained by management, or the longer the duration of that 
retention, the higher will be the calculated score for incentive power. 

This implies that the ability of management to retain efficiency gains for its own 
benefit is the source of any incentive for management to find and achieve cost 
savings and efficiency gains -- 

i.e. to encourage them to find and achieve efficiency gains, management must be 
able to retain some portion of the benefits from those gains. 

1.4.2 If BC Hydro management has no ability to retain any of the 
benefits, from cost savings, efficiency gains, or sales increases, 
then would Dr. Weisman give BC Hydro a score of zero in terms 
of his incentive power metric? 

RESPONSE: 

RESPONSE PROVIDED BY DR. WEISMAN 

Yes. In general, a regulatory regime in which any realized cost savings are 
instantaneously appropriated by the regulator, either through earnings sharing or 
price decreases, would have an incentive power of zero. This is the case because 
managerial effort is costly and there are no resultant benefits in this highly 
stylized scenario. It should be underscored, however, that this is not the type of 
regulatory regime that currently applies to BC Hydro.  

Please refer to my response to CEABC IRs 1.4.1 and 1.4.3. 
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4.0 Reference: Exhibit B-8, BC Hydro Supplementary Evidence, Appendix A, 

Dr. Weisman’s Supplementary Report, pages 12-16, 
discussion of Incentive Power. 

Dr. Weisman compares the merits of longer vs. shorter test periods, and of 
higher vs. lower rates of revenue retention, in terms of a measure he calls 
“incentive power”. It appears that the whole concept of incentive power is 
predicated on management being able to retain some portion of any cost savings 
or revenue enhancements they can produce. The greater the proportion of 
savings that can be retained by management, or the longer the duration of that 
retention, the higher will be the calculated score for incentive power. 

This implies that the ability of management to retain efficiency gains for its own 
benefit is the source of any incentive for management to find and achieve cost 
savings and efficiency gains -- 

i.e. to encourage them to find and achieve efficiency gains, management must be 
able to retain some portion of the benefits from those gains. 

1.4.3 If BC Hydro has a zero score for incentive power, then why would 
a longer test period, such as 3 years or even 5 years, result in any 
higher score than a 2-year test period? 

RESPONSE: 

RESPONSE PROVIDED BY DR. WEISMAN 

The premise of the question is incorrect. BC Hydro does not have a zero score for 
incentive power because its realized cost savings are not instantaneously 
appropriated by the regulator.   

Lengthening the test period from two to three years forces the company to 
manage its costs within the allowed revenue envelope for an additional year 
which, in turn, puts pressure on management to seek out and implement 
productivity improvements to increase the likelihood that it meets the net income 
target. This also means that the company rather than the consumer bears the risk 
of upward cost pressures until rebasing occurs at the end of the regulatory 
regime.    

Please refer to my response to BCUC IR 287.1 (Exhibit A2-4), BCUC IRs 1.13.1, 
1.14.1, 1.15.1 and ZONE II RPG IR 1.5.1.  
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1.0 Reference: Exhibit B-8, page 3 

 

1.1.1 Please confirm or otherwise explain that ‘efficient levels’ would 
encompass cost-effective spending such that the benefit/cost ratio 
is optimized in spending, and excludes wasteful or unnecessary 
spending. 

RESPONSE: 

We agree that, in general, discretionary spending decisions should consider the 
costs and the benefits achieved. There will be some spending that is 
non-discretionary where this principle is less applicable. Also, the costs and 
benefits may not always be readily quantifiable or monetary. For example, an 
initiative may be driven by compliance or risk reduction requirements and may not 
have monetizable benefits. 

With regard to excluding wasteful or unnecessary spending, BC Hydro agrees 
that, in setting rates at efficient levels, the BCUC should expect that BC Hydro will 
be operated efficiently and will seek out opportunities for efficiencies and cost 
savings. However, it is important to recognize that more efficient operating 
practices are often learned over time. Dr. Weisman discusses this point on 
pages 12 to 13 of Appendix FF of Exhibit A2-1. 

A4. The BCUC should have three broad goals with respect to its regulation of 

BC Hydro's revenue requirement: to set rates at efficient levels, to maintain 

adequate, safe and rel iable service and to ensure financial integrity through 

the recovery of reasonable and prudently incurred costs and by providing an 

opportunity to earn a fair return on investment.7 These goals are consistent 

with the statutory framework set out by the Hydro and Power Authority Act 

and the Utilities Commission Act. 8 They have been echoed in previous 

submissions in this proceeding .9 

AIII ftorms of regulation can provide incentives to achieve these goals.10 The 

quest ion to consider in this proceeclinig is what form of regulation will provide 

the most effective incern tives for BC Hydro to operate efficient ly and proviide 

safe and relliable service , given its unique aspects. The answer to this 

quest ion does not have to be a binary choice between Cost of Service 
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1.0 Reference: Exhibit B-8, page 3 

 

1.1.2 Please confirm or otherwise explain that ‘efficient levels’ would 
encompass spending conducted on regulatory activities, with the 
expectation that they are undertaken in a cost-effective manner 
and that the open and transparent regulation of BC Hydro is a 
beneficial value. 

RESPONSE: 

Confirmed. 

A4. The BCUC should have three broad goals with respect to its regulation of 

BC Hydro's revenue requirement: to set rates at efficient levels, to maintain 

adequate, safe and rel iable service and to ensure financial integrity through 

the recovery of reasonable and prudently incurred costs and by providing an 

opportunity to earn a fair return on investment.7 These goals are consistent 

with the statutory framework set out by the Hydro and Power Authority Act 

and the Utilities Commission Act. 8 They have been echoed in previous 

submissions in this proceeding .9 

AIII ftorms of regulation can provide incentives to achieve these goals.10 The 

quest ion to consider in this proceeclinig is what form of regulation will provide 

the most effective incern tives for BC Hydro to operate efficient ly and proviide 

safe and relliable service , given its unique aspects. The answer to this 

quest ion does not have to be a binary choice between Cost of Service 
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1.0 Reference: Exhibit B-8, page 3 

 

1.1.2.1 Please provide BC Hydro’s view of cost-effective regulatory 
spending. 

RESPONSE: 

In BC Hydro’s view, spending on regulatory activities is cost effective when costs 
are minimized while providing the BCUC and interveners with the information and 
insight necessary to effectively review BC Hydro’s regulatory applications. For 
example, in recent years, BC Hydro has minimized regulatory costs by absorbing 
increased regulatory filing requirements through prioritization and re-allocation of 
work. BC Hydro also seeks to minimize costs by using internal resources where 
possible but will use external resources in cases where that expertise is required 
to provide the BCUC and interveners with the information required for an effective 
review. 

A4. The BCUC should have three broad goals with respect to its regulation of 

BC Hydro's revenue requirement: to set rates at efficient levels, to maintain 

adequate, safe and rel iable service and to ensure financial integrity through 

the recovery of reasonable and prudently incurred costs and by providing an 

opportunity to earn a fair return on investment.7 These goals are consistent 

with the statutory framework set out by the Hydro and Power Authority Act 

and the Utilities Commission Act. 8 They have been echoed in previous 

submissions in this proceeding .9 

AIII ftorms of regulation can provide incentives to achieve these goals.10 The 

quest ion to consider in this proceeclinig is what form of regulation will provide 

the most effective incern tives for BC Hydro to operate efficient ly and proviide 

safe and relliable service , given its unique aspects. The answer to this 

quest ion does not have to be a binary choice between Cost of Service 
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1.1.3 Please provide any other considerations that are encompassed in 
BC Hydro’s definition of ‘efficient levels’. 

RESPONSE: 

Please refer to BC Hydro’s response to BCOAPO IR 1.1.1 which provides a further 
explanation of the goal to set rates at efficient levels. 

A4. The BCUC should have three broad goals with respect to its regulation of 

BC Hydro's revenue requirement: to set rates at efficient levels, to maintain 

adequate, safe and rel iable service and to ensure financial integrity through 

the recovery of reasonable and prudently incurred costs and by providing an 

opportunity to earn a fair return on investment.7 These goals are consistent 

with the statutory framework set out by the Hydro and Power Authority Act 

and the Utilities Commission Act. 8 They have been echoed in previous 

submissions in this proceeding .9 

AIII ftorms of regulation can provide incentives to achieve these goals.10 The 

quest ion to consider in this proceeclinig is what form of regulation will provide 

the most effective incern tives for BC Hydro to operate efficient ly and proviide 

safe and relliable service , given its unique aspects. The answer to this 

quest ion does not have to be a binary choice between Cost of Service 
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1.1.4 Does an ‘efficient level’ consider the affordability of customer bills 
and the ability of customers to pay? Please explain why or why 
not. 

RESPONSE: 

Affordability for all customer classes - residential, commercial and industrial - is 
an important objective for BC Hydro. However, with regard to the regulation of 
BC Hydro and setting rates, affordability is not an objective. As the BCUC 
explained on page 194 of BCUC Order No. G-246-20 on BC Hydro’s Fiscal 2020 to 
Fiscal 2021 Revenue Requirements Application:  

“Affordability is a reasonable objective for BC Hydro; 
ultimately its corporate existence depends on its customers 
being able to afford to buy its services. Affordability may also 
be a matter of public policy in which the government of BC 
may choose to take an interest and pass legislation or take 
other measures. However, the BCUC has no legislative 
mandate to make rates affordable, either for all customers or 
for specific groups of customers.” 

A4. The BCUC should have three broad goals with respect to its regulation of 

BC Hydro's revenue requirement: to set rates at efficient levels, to maintain 

adequate, safe and rel iable service and to ensure financial integrity through 

the recovery of reasonable and prudently incurred costs and by providing an 

opportunity to earn a fair return on investment.7 These goals are consistent 

with the statutory framework set out by the Hydro and Power Authority Act 

and the Utilities Commission Act. 8 They have been echoed in previous 

submissions in this proceeding .9 

AIII ftorms of regulation can provide incentives to achieve these goals.10 The 

quest ion to consider in this proceeclinig is what form of regulation will provide 

the most effective incern tives for BC Hydro to operate efficient ly and proviide 

safe and relliable service , given its unique aspects. The answer to this 

quest ion does not have to be a binary choice between Cost of Service 
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1.1.5 How should the Commission evaluate ‘efficient levels’? 

RESPONSE: 

Efficient levels are achieved through a combination of incentives and oversight. 

One way to create an incentive for efficient performance is through a multi-year 
disconnect between forecast and actual costs so that BC Hydro has to manage its 
costs within a pre-determined revenue envelope. This incentive exists under the 
current framework, and we have proposed options to increase the incentives by 
extending the test period to include a third year. 

Periodic rate hearings allow rates to be rebased at levels that the BCUC 
determines to be reasonable, which includes an expectation that BC Hydro will be 
operated efficiently and will seek out opportunities for efficiencies and cost 
savings. 

BC Hydro has filed materials in previous proceedings to allow the BCUC to assess 
whether BC Hydro is operating efficiently and will continue to do so whenever 
rates are rebased. For instance, the BCUC is able to: 

A4. The BCUC should have three broad goals with respect to its regulation of 

BC Hydro's revenue requirement: to set rates at efficient levels, to maintain 

adequate, safe and rel iable service and to ensure financial integrity through 

the recovery of reasonable and prudently incurred costs and by providing an 

opportunity to earn a fair return on investment.7 These goals are consistent 

with the statutory framework set out by the Hydro and Power Authority Act 

and the Utilities Commission Act. 8 They have been echoed in previous 

submissions in this proceeding .9 

AIII ftorms of regulation can provide incentives to achieve these goals.10 The 

quest ion to consider in this proceeclinig is what form of regulation will provide 

the most effective incern tives for BC Hydro to operate efficient ly and proviide 

safe and relliable service , given its unique aspects. The answer to this 

quest ion does not have to be a binary choice between Cost of Service 
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• Review BC Hydro’s budgeting process including how cost savings are 
identified, cost pressures are prioritized and funding is allocated; 

• Review BC Hydro’s performance and whether outcomes improve over time in 
response to increased funding or funding reallocations; 

• Ask BC Hydro to identify areas where cost savings initiatives have been 
advanced and the results of those initiatives; and 

• Ask BC Hydro to produce benchmarking or performance metrics that provide 
quantitative data to help inform the BCUC’s evaluation.  

We believe the BCUC should continue to use these tools, and we have made 
suggestions in this proceeding on how to make better use of benchmarking and 
performance metrics. 
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1.1.6 Please confirm that ratepayers as a whole are best off when the 
utility optimizes the cost- benefit relationship of its spending, such 
that expenditures are undertaken to optimize the benefit and in the 
timeliest manner (not necessarily the quickest or latest). 

RESPONSE: 

In BC Hydro’s view, this question is too broad to be confirmed or not confirmed as 
a general statement. This may or may not be the case depending on the specific 
instance. 

A4. The BCUC should have three broad goals with respect to its regulation of 

BC Hydro's revenue requirement: to set rates at efficient levels, to maintain 

adequate, safe and rel iable service and to ensure financial integrity through 

the recovery of reasonable and prudently incurred costs and by providing an 

opportunity to earn a fair return on investment.7 These goals are consistent 

with the statutory framework set out by the Hydro and Power Authority Act 

and the Utilities Commission Act. 8 They have been echoed in previous 

submissions in this proceeding .9 

AIII ftorms of regulation can provide incentives to achieve these goals.10 The 

quest ion to consider in this proceeclinig is what form of regulation will provide 

the most effective incern tives for BC Hydro to operate efficient ly and proviide 

safe and relliable service , given its unique aspects. The answer to this 

quest ion does not have to be a binary choice between Cost of Service 
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1.2.1 Please confirm or otherwise explain that keeping rates affordable 
applies to commercial rates as well as to residential rates. 

RESPONSE: 

Confirmed. 

• First, BC Hydro's mandate is set out through a Mandate Letter17 and 

Service Plan 18. Exceeding allowed net income is not identified as an 

expectation or desirable outcome anywhere in either of these two 

documents. Efficiency and cost contro l are emphasized throughout but 

the focus of these efforts is to keep rates affordable for customers 19, not 

to increase shareholder returns; 

• Second, BC Hydro's actual net income is consolidated into the 

Government of B.C.'s financial statements. The Government of B.C. 

plans its budget based on BC Hydro achieving its allowed net income -

no more and no less. In other words, BC Hydro is expected to achieve 

an actual net income that is as close to its allowed net income as 

possible. At the same time, the Mandate Letter and Service Plan set out 

expectations for BC Hydro to provide safe, rel iable, affordable and clean 

electricity. The Government of B.C. expects BC Hydro to meet these 

expectations and achieve its allowed net income while keeping rates as 

affordable as possible; 
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1.2.1 Please confirm or otherwise explain that keeping rates affordable 
applies to commercial rates as well as to residential rates. 

1.2.1.1 If no, please explain why not. 

RESPONSE: 

Please refer to BC Hydro’s response to CEC IR 1.2.1.  

• First, BC Hydro's mandate is set out through a Mandate Letter17 and 

Service Plan 18. Exceeding allowed net income is not identified as an 

expectation or desirable outcome anywhere in either of these two 

documents. Efficiency and cost contro l are emphasized throughout but 

the focus of these efforts is to keep rates affordable for customers 19, not 

to increase shareholder returns; 

• Second, BC Hydro's actual net income is consolidated into the 

Government of B.C.'s financial statements. The Government of B.C. 

plans its budget based on BC Hydro achieving its allowed net income -

no more and no less. In other words, BC Hydro is expected to achieve 

an actual net income that is as close to its allowed net income as 

possible. At the same time, the Mandate Letter and Service Plan set out 

expectations for BC Hydro to provide safe, rel iable, affordable and clean 

electricity. The Government of B.C. expects BC Hydro to meet these 

expectations and achieve its allowed net income while keeping rates as 

affordable as possible; 
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1.2.2 Please confirm or otherwise explain that to BC Hydro’s knowledge, 
stimulation and management of the economy and support for 
economic development are normally important objectives of the 
provincial government. 

RESPONSE: 

Confirmed. BC Hydro also notes that one of the energy objectives set out in 
section 2 of the Clean Energy Act is to “encourage economic development and 
the creation and retention of jobs.” 

• First, BC Hydro's mandate is set out through a Mandate Letter17 and 

Service Plan 18. Exceeding allowed net income is not identified as an 

expectation or desirable outcome anywhere in either of these two 

documents. Efficiency and cost contro l are emphasized throughout but 

the focus of these efforts is to keep rates affordable for customers 19, not 

to increase shareholder returns; 

• Second, BC Hydro's actual net income is consolidated into the 

Government of B.C.'s financial statements. The Government of B.C. 

plans its budget based on BC Hydro achieving its allowed net income -

no more and no less. In other words, BC Hydro is expected to achieve 

an actual net income that is as close to its allowed net income as 

possible. At the same time, the Mandate Letter and Service Plan set out 

expectations for BC Hydro to provide safe, rel iable, affordable and clean 

electricity. The Government of B.C. expects BC Hydro to meet these 

expectations and achieve its allowed net income while keeping rates as 

affordable as possible; 
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2.0 Reference: Exhibit B-8, page 5 and 6 

 

 

1.2.3 Please confirm that BC Hydro would also be expected to meet 
environmental, First Nations relations, and other social objectives 
reasonably required of BC Hydro. 

RESPONSE: 

Confirmed. 

• First, BC Hydro's mandate is set out through a Mandate Letter17 and 

Service Plan 18. Exceeding allowed net income is not identified as an 

expectation or desirable outcome anywhere in either of these two 

documents. Efficiency and cost contro l are emphasized throughout but 

the focus of these efforts is to keep rates affordable for customers 19, not 

to increase shareholder returns; 

• Second, BC Hydro's actual net income is consolidated into the 

Government of B.C.'s financial statements. The Government of B.C. 

plans its budget based on BC Hydro achieving its allowed net income -

no more and no less. In other words, BC Hydro is expected to achieve 

an actual net income that is as close to its allowed net income as 

possible. At the same time, the Mandate Letter and Service Plan set out 

expectations for BC Hydro to provide safe, rel iable, affordable and clean 

electricity. The Government of B.C. expects BC Hydro to meet these 

expectations and achieve its allowed net income while keeping rates as 

affordable as possible; 
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1.3.1 Are most PBR regimes developed for companies with 
profit-maximization objectives? Please explain and provide 
quantitative evidence to the extent it is available. 

RESPONSE: 

RESPONSE PROVIDED BY DR. WEISMAN 

I have not conducted an independent, exhaustive survey of all electric and gas 
utilities to provide the requested quantitative evidence. I am aware that PBR has 
been applied to both investor-owned and publicly owned utilities. PEG’s 
submission to the BCUC provides additional information that may prove useful. 

See Performance-Based Regulation: Basic Features and Possible Applications to 
BC Hydro, Mark Newton Lowry, PhD President, Matthew Makos Consultant II, 
Rebecca Kavan, Economist, Prepared for the British Columbia Utilities 
Commission, February 28 2020, section 8.  

Dr. Lowry further observes that “The impact of PBR on the performance of 
cooperative and publicly owned utilities is not well understood.” 

M.N. Lowry, M. Makos, J. Deason, and L. Schwartz, “State Performance-Based 
Regulation Using Multi-Year Rate Plans, for U.S. Electric Utilities,” July 2017, 
p. 1.1., note 2. 

Dr. Weisman has previously explained that the 1:ack of a profit maximization 

mandate can pose a problem for the application of PBR to Crown 

Corporations but that this problem can be overcome through the 

implementation of a compensation structure that encourages management to 

behave as if profit-maximization is mandated .26 
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3.0 Reference: Exhibit B-8, page 6 and 7 

 

1.3.2 From a simplistic viewpoint, is it fair to say that being encouraged 
to behave as if BC Hydro has a profit-maximizing mandate could 
significantly complicate the value of trying to ‘align’ ratepayer and 
utility objectives? Please explain why or why not. 

RESPONSE: 

BC Hydro provides a detailed discussion of its mandate and incentives under the 
existing cost of service framework in its response to BCUC IR 1.3.2. This 
framework, and BC Hydro’s proposed changes, align BC Hydro’s objectives and 
ratepayers’ objectives. Any regulatory incentives that are premised on the 
motivation provided by higher profits would unnecessarily complicate BC Hydro’s 
regulatory framework and should not be expected to be successful, since 
BC Hydro does not have a profit maximization mandate.  

BC Hydro notes that a profit maximization mandate does not necessarily work at 
cross-purposes with ratepayer objectives, in the case of an investor-owned utility. 
In this case, a utility with a mandate to maximize profits will seek out productivity 
improvements in order to maximize its net income. Ratepayers will benefit when 
those productivity improvements are reflected in lower rates in subsequent test 
periods. 

Dr. Weisman has previously explained that the 1:ack of a profit maximization 

mandate can pose a problem for the application of PBR to Crown 

Corporations but that this problem can be overcome through the 

implementation of a compensation structure that encourages management to 

behave as if profit-maximization is mandated .26 
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3.0 Reference: Exhibit B-8, page 6 and 7 

 

1.3.3 Please confirm that BC Hydro can adequately ‘align’ ratepayer 
and utility objectives without a profit maximizing mandate and can 
better do so with a cost-effectiveness mandate. 

RESPONSE: 

In BC Hydro’s view, our current mandate from the Government of B.C. supports 
the alignment of ratepayer and utility objectives. We are not clear on the meaning 
of a “cost-effectiveness mandate”, and that is not how our mandate is framed. 
However, we do seek to deliver on our mandate cost-effectively. 

Dr. Weisman has previously explained that the 1:ack of a profit maximization 

mandate can pose a problem for the application of PBR to Crown 

Corporations but that this problem can be overcome through the 

implementation of a compensation structure that encourages management to 

behave as if profit-maximization is mandated .26 
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1.4.1 Would BC Hydro be required to adopt a ‘Profit Maximization’ 
approach if PBR were to be implemented in its typical fashion? 
Please explain. 

RESPONSE: 

No, the BCUC’s choice of regulatory regime for BC Hydro would not dictate a 
change to how the Government of B.C. articulates BC Hydro’s mandate. Our 

However, in the case of BC Hydro, Public Sector Employers' Council policy 

restricts incentive-pay to a limited number of senior management employees, 

in the form of a salary holdback.27 Specifically, the Public Sector Employers' 

Council's Guide to B.C. Publ ic Sector Compensation and Expense Pol icies 

states: 

Bonus programs are no longer permitted and must be 
phased out for executive and excluded employees where 
they exist. Instead, a hold back of up to 20 per cent of 
maximum base salary may be implemented for senior 
executives in place of a bonus program .28 

While a salary holdback is a form of incentive pay, the maximum amount 

awarded to an ind ividual employee is capped. Within th is cap, the amount 

awarded to each individual employee reflects individual employee 

performance as wel l as BC Hydro's results against its Service Plan 

performance measures, which represent the mandate provided to BC Hydro 

by the Government of B.C. As explained above, this mandate does not 

include profit maximization and accordingly, none of BC Hydro's Service Plan 

performance measures reflect this objective. 

In addition, it is important to recogn ize that the public may not accept profit 

maximization as a legitimate objective of a Crown Corporation . Th is is 

demonstrated by the experience of Hydro-Quebec where public backlash saw 

efficiency gains under PBR as customers being "overcharged"29 and the 

Government of B.C. subsequently introduced legislation to set electricity 

distribution rates and remove the requirement for a PBR mechanism to be 
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expectation is that BC Hydro’s mandate from the Government of B.C. would 
remain the same regardless. As such, it is important for the regulatory model to 
be crafted to reflect the mandate. As Dr. Weisman explains in his response to 
MOVE UP IR 1.4.1, it is reasonable to expect that the efficacy of PBR incentives in 
motivating superior performance would be dampened when the regulated firm is 
not a profit-maximizing entity and institutional constraints may preclude the 
regulated firm from implementing an incentive-based employee compensation 
scheme. 
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1.4.2 Could BC Hydro cost-effectively introduce increased incentive pay 
systems? Please explain why or why not. 

RESPONSE: 

BC Hydro is unsure what is meant by “increased” incentive pay systems. The key 
constraint with regard to incentive pay that BC Hydro is highlighting in its 
Supplementary Evidence is that the form and scope of incentive pay is limited by 

However, in the case of BC Hydro, Public Sector Employers' Council policy 

restricts incentive-pay to a limited number of senior management employees, 

in the form of a salary holdback.27 Specifically, the Public Sector Employers' 

Council's Guide to B.C. Publ ic Sector Compensation and Expense Pol icies 

states: 

Bonus programs are no longer permitted and must be 
phased out for executive and excluded employees where 
they exist. Instead, a hold back of up to 20 per cent of 
maximum base salary may be implemented for senior 
executives in place of a bonus program .28 

While a salary holdback is a form of incentive pay, the maximum amount 

awarded to an ind ividual employee is capped. Within th is cap, the amount 

awarded to each individual employee reflects individual employee 

performance as wel l as BC Hydro's results against its Service Plan 

performance measures, which represent the mandate provided to BC Hydro 

by the Government of B.C. As explained above, this mandate does not 

include profit maximization and accordingly, none of BC Hydro's Service Plan 

performance measures reflect this objective. 

In addition, it is important to recogn ize that the public may not accept profit 

maximization as a legitimate objective of a Crown Corporation . Th is is 

demonstrated by the experience of Hydro-Quebec where public backlash saw 

efficiency gains under PBR as customers being "overcharged"29 and the 

Government of B.C. subsequently introduced legislation to set electricity 

distribution rates and remove the requirement for a PBR mechanism to be 
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Public Sector Employers’ Council Policy. Specifically, only a limited number of 
senior management employees are eligible to receive incentive pay and that 
incentive pay is provided in the form of a salary holdback, which is capped. 



Commercial Energy Consumers Association of British 
Columbia 
Information Request No. 1.4.3 Dated: January 7, 2021 
British Columbia Hydro & Power Authority 
Response issued February 4, 2021 

Page 1 
of 2 

British Columbia Hydro & Power Authority  
BCUC Review of BC Hydro’s Performance Based 
Regulation Report 

Exhibit: 
 

 
 

USER – DO NOT REMOVE February 4, 2021 11:29:00 AM (AM) 

4.0 Reference: Exhibit B-8, page 8 

 

1.4.3 Can incentive pay systems be introduced in a manner that 
requires quantified metrics demonstrating the value of 
improvements made vs ‘business as usual’ in order for incentive 
pay to be provided? Please explain why or why not. 

However, in the case of BC Hydro, Public Sector Employers' Council policy 

restricts incentive-pay to a limited number of senior management employees, 

in the form of a salary holdback.27 Specifically, the Public Sector Employers' 

Council's Guide to B.C. Publ ic Sector Compensation and Expense Pol icies 

states: 

Bonus programs are no longer permitted and must be 
phased out for executive and excluded employees where 
they exist. Instead, a hold back of up to 20 per cent of 
maximum base salary may be implemented for senior 
executives in place of a bonus program .28 

While a salary holdback is a form of incentive pay, the maximum amount 

awarded to an ind ividual employee is capped. Within th is cap, the amount 

awarded to each individual employee reflects individual employee 

performance as wel l as BC Hydro's results against its Service Plan 

performance measures, which represent the mandate provided to BC Hydro 

by the Government of B.C. As explained above, this mandate does not 

include profit maximization and accordingly, none of BC Hydro's Service Plan 

performance measures reflect this objective. 

In addition, it is important to recogn ize that the public may not accept profit 

maximization as a legitimate objective of a Crown Corporation . Th is is 

demonstrated by the experience of Hydro-Quebec where public backlash saw 

efficiency gains under PBR as customers being "overcharged"29 and the 

Government of B.C. subsequently introduced legislation to set electricity 

distribution rates and remove the requirement for a PBR mechanism to be 
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RESPONSE: 

Under BC Hydro’s current incentive pay structure, quantitative metrics are one of 
the inputs used to determine the amount of holdback pay. 
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5.0 Reference: Exhibit B-8, page 10 

 

1.5.1 Please provide an order of magnitude estimate of what it would 
cost for an independent management consultant, hired by the 
BCUC, to review BC Hydro operations for cost-effectiveness. 

RESPONSE: 

For the purposes of answering this question, we have used the premise that the 
BCUC had the jurisdiction to take that approach.  

Hiring a consultant to conduct a review of BC Hydro operations for cost 
effectiveness would be very costly. First, as BC Hydro knows of no standard way 
for a consultant to review the cost effectiveness of a utility’s operations, a 
methodology would have to be developed, which would be controversial and time 
consuming. Second, given the extent of BC Hydro’s operations, the consultant 
would need a significant amount of time to conduct its review. Third, given that all 
the information would have to come from BC Hydro personnel, the consultant 
would consume a significant amount of BC Hydro’s time in order to review 
BC Hydro’s operations. For these reasons, BC Hydro assumes that such a review 
would cost in the millions of dollars.  

A review of BC Hydro’s operations by a consultant is not needed. BC Hydro 
already files comprehensive applications to the BCUC and answers questions 
from the BCUC and interveners in a comprehensive and transparent manner. We 

• Wh ile the BCUC's Decision on BC Hydro's Fiscal 2017 to Fiscal 2019 

Revenue Requirements Application , which prompted this proceeding, 

emphasized cost control35, the BCUC's more recent Decision on 

BC Hydro's Fiscal 2020 to Fiscal 2021 Revenue Requirements 

Appl ication , expressed concern that cost cutting may be too 

aggressive.36 In other words, to the extent that the BCUC's interest in 

pursu ing PBR was rooted in a desire to bolster BC Hydro's cost contro l 

efforts, that impetus may no longer apply. In fact, it is possible that the 

BCUC's more recent concerns are better addressed through a cost of 

service approach that allows for line-by-line scrutiny of BC Hydro's 

revenue requirement. 
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have filed performance metrics and detailed information defending our headcount 
and all our costs. As such, the BCUC is already able to assess the efficiency or 
cost effectiveness of BC Hydro’s operations. If there is more information that the 
BCUC needs, it can ask for that information, rather than hiring a consultant to 
review BC Hydro’s operations. The BCUC is competent to review information on 
BC Hydro’s operations and draw its own conclusions. Ultimately, a hired 
consultant cannot displace the BCUC’s own opinion on the efficiency of 
BC Hydro’s operations.  

Such a review would also be of dubious value as is it not clear what value a 
consultant would bring in this instance. Management consultant advice about 
“efficiency” (assuming that is effectively a synonym for cost effectiveness in this 
context) is already widely available and known and used by BC Hydro 
management. There is no reason to believe that a consultant could ever be in a 
better position than BC Hydro’s management in assessing the cost effectiveness 
of BC Hydro’s own operations. To the contrary, BC Hydro’s management is in the 
best position to know its operations and can present information on its cost 
effectiveness for the BCUC to review, as it already does.  

Finally, the standard that BC Hydro must be held to is one of reasonableness, not 
perfection. BC Hydro has demonstrated in past proceedings that its operations 
are reasonably efficient and cost effective. BC Hydro is also committed to 
continuous improvement and has demonstrated that it is continually taking 
actions to find efficiencies and improve. BC Hydro’s revenue requirements 
applications and other applications also provide opportunities for the BCUC to 
provide direction to BC Hydro. Therefore, BC Hydro sees no basis that could 
justify the high costs of hiring a management consultant to do a review of cost 
effectiveness. 
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6.0 Reference: Exhibit B-8, page 11 and page 13 

 

 

1.6.1 With respect to the statement: ‘incent efficient performance by 
creating a multi-year disconnect between allowed revenue and 
actual costs so that a utility must perform with a pre-determined 
revenue envelope to achieve its allowed return’, is the underlying 
premise is that the utility will not perform efficiently without a 
spending ceiling? 

RESPONSE: 

No. The point being made in this instance is that, with regard to costs within a 
utility’s control, a disconnect between allowed revenue and actual costs creates 
more of an incentive for efficiency relative to a regulatory regime where the utility 
is not at risk for the extent to which its actual costs vary from its forecast costs. 

Q6. Does BC Hydro support Dr. Lowry's suggestion of moving to a three

year test period?37 

A6. Yes. Multiyear Rate Plans are intended to incent efficient performance by 

creating a multi-year disconnect between allowed revenue and actual costs 

so that a utility must perform within a pre-determined revenue envelope to 

achieve its al lowed return.38 BC Hydro's current regulatory system already 

takes this approach by setting rates based on forecast costs for multiple 

years.39 A three-year test period would create a greater disconnect between 

BC Hydro's allowed revenue and actual costs. 

• Second, a multi-year cost forecast is subject to line-by-l ine public 

scrutiny through the regulatory process. Any potential excess amounts 

can be questioned, often through an oral hearing, and disa llowed. This 

scrutiny is particularly strong in the case of BC Hydro, as a Crown 

Corporation, owned by the Government of B.C. , with a significant publ ic 

profile. Automatically escalating allowed revenue for customer growth or 

inflation , after the last test year, would reduce the frequency of this 

scrutiny; 
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1.6.1.1 Please confirm or otherwise explain that under such an 
assumption, a ceiling that is too high would not be optimally 
beneficial for ratepayers in that it would facilitate ‘over-spending’. 

RESPONSE: 

BC Hydro agrees that the BCUC should strive to set a pre-determined revenue 
envelope at efficient levels (i.e., at a level that is neither too high nor too low). 

As Dr. Weisman explains in his response to Question 2 in Exhibit B-8, the superior 
incentive properties from creating a disconnect between allowed revenue and 
actual costs turn on the fact that the rate trajectory over the course of the 
regulatory period is invariant to the regulated firm’s own performance. In other 
words, the key condition is that the pre-determined revenue envelope within 
which the firm must manage remains the same. 

Q6. Does BC Hydro support Dr. Lowry's suggestion of moving to a three

year test period?37 

A6. Yes. Multiyear Rate Plans are intended to incent efficient performance by 

creating a multi-year disconnect between allowed revenue and actual costs 

so that a utility must perform within a pre-determined revenue envelope to 

achieve its al lowed return.38 BC Hydro's current regulatory system already 

takes this approach by setting rates based on forecast costs for multiple 

years.39 A three-year test period would create a greater disconnect between 

BC Hydro's allowed revenue and actual costs. 

• Second, a multi-year cost forecast is subject to line-by-l ine public 

scrutiny through the regulatory process. Any potential excess amounts 

can be questioned, often through an oral hearing, and disa llowed. This 

scrutiny is particularly strong in the case of BC Hydro, as a Crown 

Corporation, owned by the Government of B.C. , with a significant publ ic 

profile. Automatically escalating allowed revenue for customer growth or 

inflation , after the last test year, would reduce the frequency of this 

scrutiny; 



Commercial Energy Consumers Association of British 
Columbia 
Information Request No. 1.6.1.2 Dated: January 7, 2021 
British Columbia Hydro & Power Authority 
Response issued February 4, 2021 

Page 1 
of 1 

British Columbia Hydro & Power Authority  
BCUC Review of BC Hydro’s Performance Based 
Regulation Report 

Exhibit: 
 

 
 

USER – DO NOT REMOVE February 4, 2021 11:30:00 AM (AM) 

6.0 Reference: Exhibit B-8, page 11 and page 13 

 

 

1.6.1.2 Please confirm that under such an assumption a ceiling that is too 
low might not be optimally efficient in that it could incent non 
cost-effective ‘underspending’. 

RESPONSE: 

Please refer to BC Hydro’s response to CEC IR 1.6.1.1. 

Q6. Does BC Hydro support Dr. Lowry's suggestion of moving to a three

year test period?37 

A6. Yes. Multiyear Rate Plans are intended to incent efficient performance by 

creating a multi-year disconnect between allowed revenue and actual costs 

so that a utility must perform within a pre-determined revenue envelope to 

achieve its al lowed return.38 BC Hydro's current regulatory system already 

takes this approach by setting rates based on forecast costs for multiple 

years.39 A three-year test period would create a greater disconnect between 

BC Hydro's allowed revenue and actual costs. 

• Second, a multi-year cost forecast is subject to line-by-l ine public 

scrutiny through the regulatory process. Any potential excess amounts 

can be questioned, often through an oral hearing, and disa llowed. This 

scrutiny is particularly strong in the case of BC Hydro, as a Crown 

Corporation, owned by the Government of B.C. , with a significant publ ic 

profile. Automatically escalating allowed revenue for customer growth or 

inflation , after the last test year, would reduce the frequency of this 

scrutiny; 
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1.6.2 Can a well-informed Commission with a responsive utility and 
input from stakeholders determine an appropriate, cost-effective 
level for the operation of the utility? 

RESPONSE: 

Yes and in BC Hydro’s view, it is in the best interests of all parties to pursue this 
objective. 

Q6. Does BC Hydro support Dr. Lowry's suggestion of moving to a three

year test period?37 

A6. Yes. Multiyear Rate Plans are intended to incent efficient performance by 

creating a multi-year disconnect between allowed revenue and actual costs 

so that a utility must perform within a pre-determined revenue envelope to 

achieve its al lowed return.38 BC Hydro's current regulatory system already 

takes this approach by setting rates based on forecast costs for multiple 

years.39 A three-year test period would create a greater disconnect between 

BC Hydro's allowed revenue and actual costs. 

• Second, a multi-year cost forecast is subject to line-by-l ine public 

scrutiny through the regulatory process. Any potential excess amounts 

can be questioned, often through an oral hearing, and disa llowed. This 

scrutiny is particularly strong in the case of BC Hydro, as a Crown 

Corporation, owned by the Government of B.C. , with a significant publ ic 

profile. Automatically escalating allowed revenue for customer growth or 

inflation , after the last test year, would reduce the frequency of this 

scrutiny; 
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1.7.1 Assuming no movement to a more comprehensive MRP, why is 

three years an appropriate term in BC Hydro’s view for the test 
period vs two, four or five? Please explain. 

RESPONSE: 

Please refer to BC Hydro’s response to BCOAPO IR 1.4.3 where we provide our 
rationale for a three-year test period relative to a test period that is shorter or 
longer than three years. 

QB. Do you support Dr. Lowry's suggestion of eventually moving to a more 

comprehensive Multiyear Rate Plan with, among other th ings, a three to 

five year term and different attrition rel ief mechanisms to automatically 

escalate allowed revenue for different functions?48 

AB. No, for the same four reasons stated in our answer to 07 above. 
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1.8.1 Please confirm that performance metrics measuring BC Hydro 
against its own historical performance vs other comparison to 
other utilities with potentially different cost structures could provide 
useful information in assessing ongoing cost-effectiveness. 

RESPONSE: 

Confirmed. 

Q9. Do you support Dr. Lowry's suggestion of regularly scheduled 

statistical benchmarking studies by the BCUC and BC Hydro?49 

A9. Yes. Statistical benchmarking studies would help to address any concern with 

regard to information asymmetry50 or upward forecasts51 if multi-year cost 

forecasts are used to determine allowed revenue. These studies can provide 

another tool for the BCUC to set rates at efficient levels.52 BC Hydro provided 

a benchmarking study as part of its Fiscal 2020 to Fiscal 2021 Revenue 

Requirements Application.53 

Benchmarking does have limitations and the results can often be 

controversial .54 Therefore, BC Hydro suggests that a beneficial fi rst step 

would be to involve the BCUC and interveners in a process to set out a terms 

of reference to guide the objective, scope and frequency of future 

benchmarking studies. This process would also provide an opportunity for all 

parties to consider the suggestions on benchmarking that were put forward by 

Dr. Lowry.55 
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8.0 Reference: Exhibit B-8, page 15 

 

1.8.1 Please confirm that performance metrics measuring BC Hydro 
against its own historical performance vs other comparison to 
other utilities with potentially different cost structures could provide 
useful information in assessing ongoing cost-effectiveness. 

1.8.1.1 Would such an approach alleviate some of the issues related to 
benchmarking? Please explain. 

RESPONSE: 

Yes, comparing BC Hydro against its own historical performance could alleviate 
some of the issues related to benchmarking (e.g., it does not, for example, 
introduce challenges with regard to selecting an appropriate peer group). 
However, there are issues to be aware of when using historical comparisons as 
well. For example, circumstances may change over time and historical 
performance may not always be an appropriate point of comparison for evaluating 
current performance.  

Q9. Do you support Dr. Lowry's suggestion of regularly scheduled 

statistical benchmarking studies by the BCUC and BC Hydro?49 

A9. Yes. Statistical benchmarking studies would help to address any concern with 

regard to information asymmetry50 or upward forecasts51 if multi-year cost 

forecasts are used to determine allowed revenue. These studies can provide 

another tool for the BCUC to set rates at efficient levels.52 BC Hydro provided 

a benchmarking study as part of its Fiscal 2020 to Fiscal 2021 Revenue 

Requirements Application.53 

Benchmarking does have limitations and the results can often be 

controversial .54 Therefore, BC Hydro suggests that a beneficial fi rst step 

would be to involve the BCUC and interveners in a process to set out a terms 

of reference to guide the objective, scope and frequency of future 

benchmarking studies. This process would also provide an opportunity for all 

parties to consider the suggestions on benchmarking that were put forward by 

Dr. Lowry.55 
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In addition, incentives can be adversely affected if changes to the regulatory 
regime are conditional on the utility’s own performance. This is referred to as the 
“ratchet effect” and its consequences are explained by Dr. Weisman in section 3 
of Appendix FF of Exhibit A2-1. 
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9.0 Reference: Exhibit B-8, pages 18-19 

 

 

1.9.1 Please confirm or otherwise explain that under BC Hydro’s 
proposal the Commission would continue to have a range of tools 
at its disposal to ensure that utility performance remains adequate 
when ‘information only’ metrics are provided. 

Q12. Are there other improvements to BC Hydro's existing cost of service 

framework that may help to achieve the goals of BCUC regulation of 

BC Hydro? 

A 12. Yes. While shared saving performance incentive mechanisms would not be 

effective, information-only performance metrics, determined through a public 

process with the BCUC and interveners, would provide incremental incentives 

to BC Hydro. BC Hydro currently reports to the BCUC on a number of 

performance metrics. Specifically, BC Hydro has provided Annual Service 

Plan performance measures as part of Revenue Requirements Appl ications68, 

annual reports on reliability indices69 , and metrics used to manage its 

operations 7°. 

"The Commission may decide to make these performance 
metrics "informatiiona.l only." This means that tlhe regulated 
firm's performance on these metrics wou ld be publicly 
diisclosed , perhaps even reported on the Commission's web 
site, bult iti would not be rewarde·d or penalized financially for 
compl iance or lack ofi compliance w iith tlhese performance 
metrics . .. The regulated firm may stm have strong incentives 
t,o meet or exceed these performance metrics even thol!lgh 
there are no financial rewards or penalties directly 
associated with compliance or non-compliance. This 
underrscores an important observation tlhat financial 
incentives are not the only type of incentives that can be 
used to motiivate superior pelformance. "71 
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RESPONSE: 

Confirmed.  

Information-only performance metrics would provide an additional data point to 
inform the BCUC’s evaluation of areas that matter to the BCUC and interveners.  

The BCUC has a range of tools available, in addition to performance metrics, to 
ensure that utility performance remains adequate, including: 

• Reviewing BC Hydro’s revenue requirement to determine whether it is 
sufficient to provide adequate service; 

• Reviewing BC Hydro’s capital expenditures and additions to determine 
whether projects are required to provide adequate service; and  

• Benchmarking, which BC Hydro has used and is proposing to continue 
using.  

The BCUC’s considerable powers of moral suasion should also not be 
underestimated. Any shortcomings of BC Hydro can reflect poorly on the 
Government of B.C. We also recognize that BC Hydro is also in a long-term 
relationship with the BCUC, and that our long-term interests are served by 
working productively with our regulator to respond to feedback.  

The BCUC also has statutory powers to require utilities to take action, and 
administrative penalty powers in the event of non-compliance with directives. 

In BC Hydro’s view, these tools demonstrate the advantage of using a multi-year 
cost forecast compared to a more mechanistic approach such as an index or 
formula that automatically escalates allowed revenue. A multi-year forecast 
provides the same incentive properties with the added benefit of allowing the 
BCUC to have greater insight into the specifics of BC Hydro’s cost forecasts. We 
believe we have demonstrated responsiveness to the BCUC’s feedback in 
developing our recent applications. 

In addition, please refer to BC Hydro’s response to CEC IR 1.1.5 which provides a 
discussion of the tools the BCUC may use with regard to setting rates at efficient 
levels. 
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9.0 Reference: Exhibit B-8, pages 18-19 

 

 

1.9.1 Please confirm or otherwise explain that under BC Hydro’s 
proposal the Commission would continue to have a range of tools 
at its disposal to ensure that utility performance remains adequate 
when ‘information only’ metrics are provided. 

1.9.1.1 Please describe such tools. 

Q12. Are there other improvements to BC Hydro's existing cost of service 

framework that may help to achieve the goals of BCUC regulation of 

BC Hydro? 

A 12. Yes. While shared saving performance incentive mechanisms would not be 

effective, information-only performance metrics, determined through a public 

process with the BCUC and interveners, would provide incremental incentives 

to BC Hydro. BC Hydro currently reports to the BCUC on a number of 

performance metrics. Specifically, BC Hydro has provided Annual Service 

Plan performance measures as part of Revenue Requirements Appl ications68, 

annual reports on reliability indices69 , and metrics used to manage its 

operations 7°. 

"The Commission may decide to make these performance 
metrics "informatiiona.l only." This means that tlhe regulated 
firm's performance on these metrics wou ld be publicly 
diisclosed , perhaps even reported on the Commission's web 
site, bult iti would not be rewarde·d or penalized financially for 
compl iance or lack ofi compliance w iith tlhese performance 
metrics . .. The regulated firm may stm have strong incentives 
t,o meet or exceed these performance metrics even thol!lgh 
there are no financial rewards or penalties directly 
associated with compliance or non-compliance. This 
underrscores an important observation tlhat financial 
incentives are not the only type of incentives that can be 
used to motiivate superior pelformance. "71 
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RESPONSE: 

Please refer to BC Hydro’s response to CEC IR 1.9.1.  
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9.0 Reference: Exhibit B-8, pages 18-19 

 

 

1.9.1 Please confirm or otherwise explain that under BC Hydro’s 
proposal the Commission would continue to have a range of tools 
at its disposal to ensure that utility performance remains adequate 
when ‘information only’ metrics are provided. 

1.9.1.2 Could these tools be less likely to be developed under a more 
traditional PBR approach? Please explain. 

Q12. Are there other improvements to BC Hydro's existing cost of service 

framework that may help to achieve the goals of BCUC regulation of 

BC Hydro? 

A 12. Yes. While shared saving performance incentive mechanisms would not be 

effective, information-only performance metrics, determined through a public 

process with the BCUC and interveners, would provide incremental incentives 

to BC Hydro. BC Hydro currently reports to the BCUC on a number of 

performance metrics. Specifically, BC Hydro has provided Annual Service 

Plan performance measures as part of Revenue Requirements Appl ications68, 

annual reports on reliability indices69 , and metrics used to manage its 

operations 7°. 

"The Commission may decide to make these performance 
metrics "informatiiona.l only." This means that tlhe regulated 
firm's performance on these metrics wou ld be publicly 
diisclosed , perhaps even reported on the Commission's web 
site, bult iti would not be rewarde·d or penalized financially for 
compl iance or lack ofi compliance w iith tlhese performance 
metrics . .. The regulated firm may stm have strong incentives 
t,o meet or exceed these performance metrics even thol!lgh 
there are no financial rewards or penalties directly 
associated with compliance or non-compliance. This 
underrscores an important observation tlhat financial 
incentives are not the only type of incentives that can be 
used to motiivate superior pelformance. "71 
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RESPONSE: 

Please refer to BC Hydro’s response to CEC IR 1.9.1 where we set out the range of 
tools that the BCUC would continue to have under BC Hydro’s proposal and 
explain why, in our view, these tools demonstrate the advantage of using a 
multi-year cost forecast compared to a more mechanistic approach such as an 
index or formula that automatically escalates allowed revenue. 
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10.0 Reference: Exhibit B-8, Appendix A Dr Weisman page 1 of 19 

 

1.10.1 Please comment on whether or not the utilities in Dr Weisman’s 
experience either at the CRTC, AUC or BCUC have a similar not 
for profit mandate as BC Hydro. 

RESPONSE: 

RESPONSE PROVIDED BY DR. WEISMAN 

The only publicly owned utilities that I have advised on the topic of PBR or 
incentive regulation are EPCOR and the former Alberta Government 
Telephone (AGT) in Alberta. In the course of my consulting work with AGT, I do 
not recall that the issue of the company being publicly owned was ever raised as 
an issue insofar as incentive regulation is concerned. 

I discussed the case of EPCOR under PBR in my initial PBR submission.  

Please see Dennis L. Weisman, “A Report on the Theory and Practice of 
Performance-Based Regulation,” December 12, 2018, Exhibit A2-1, Appendix FF, 
section 5. 

2. I received a B.A. in economics and mathematics from the University of Colorado, an M.A. in 

economics from the University of Colorado, and a Ph.D. in economics from the University of 

Florida with a specialization in economic regulation and industrial organization. I have 

testified in numerous regulatory proceedings to the economic and social impacts of regulato1y 

policies and have served as an advisor to telecommunications £inns, electric power companies 

and regulato1y commissions on economic pricing principles, the design of incentive regulation 

plans, the scope and pricing of mandated wholesale access and competition policy. 

3. In Canada, I have presented testimony or filed affidavits with the Canadian Radio-television 

and Telecommunications Commission (CRTC), the Albe1ia Utilities Commission and the 

British Columbia Uti.lities C01mnission. My submissions before the CRTC have covered a 

wide range of topics, including price cap regulation, local forbearance, competitor se1v ices, 

the essential facilities doctrine, predato1y pricing and w in-back mles. In the United States, I 

have presented testimony or filed affidavits before regulat01y commissions in Arkansas, 

California, Colorado, Florida, Kansas, Massachusetts, Missouri. and Texas. I have also 

submitted testimony or filed affidavits with the Federal Co1nnmnica tions Commission, the 

United States Comt of Appeals for the District of Columbia a11d the Kansas State Legislature. 
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10.0 Reference: Exhibit B-8, Appendix A Dr Weisman page 1 of 19 

 

1.10.1 Please comment on whether or not the utilities in Dr Weisman’s 
experience either at the CRTC, AUC or BCUC have a similar not 
for profit mandate as BC Hydro. 

1.10.1.1 If yes, please identify those utilities. 

RESPONSE: 

RESPONSE PROVIDED BY DR. WEISMAN 

Please see my response to CEC IR 1.10.1. 

I do not know whether EPCOR and AGT have profit-maximation objectives 
because, to the best of my recollection, that issue did not arise in the course of 
my consulting work with them. The fact that a company is publicly owned does 
not necessarily imply that it would not have a profit-maximization objective. For 
example, a city that owned a public utility might opt to have that utility adopt a 
profit-maximization objective so it could use the excess profits from that 
enterprise to keep tax rates as low as possible. 

2. I received a B.A. in economics and mathematics from the University of Colorado, an M.A. in 

economics from the University of Colorado, and a Ph.D. in economics from the University of 

Florida with a specialization in economic regulation and industrial organization. I have 

testified in numerous regulatory proceedings to the economic and social impacts of regulato1y 

policies and have served as an advisor to telecommunications £inns, electric power companies 

and regulato1y commissions on economic pricing principles, the design of incentive regulation 

plans, the scope and pricing of mandated wholesale access and competition policy. 

3. In Canada, I have presented testimony or filed affidavits with the Canadian Radio-television 

and Telecommunications Commission (CRTC), the Albe1ia Utilities Commission and the 

British Columbia Uti.lities C01mnission. My submissions before the CRTC have covered a 

wide range of topics, including price cap regulation, local forbearance, competitor se1v ices, 

the essential facilities doctrine, predato1y pricing and w in-back mles. In the United States, I 

have presented testimony or filed affidavits before regulat01y commissions in Arkansas, 

California, Colorado, Florida, Kansas, Massachusetts, Missouri. and Texas. I have also 

submitted testimony or filed affidavits with the Federal Co1nnmnica tions Commission, the 

United States Comt of Appeals for the District of Columbia a11d the Kansas State Legislature. 
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10.0 Reference: Exhibit B-8, Appendix A Dr Weisman page 1 of 19 

 

1.10.1 Please comment on whether or not the utilities in Dr Weisman’s 
experience either at the CRTC, AUC or BCUC have a similar not 
for profit mandate as BC Hydro. 

1.10.1.2 If yes, please provide a basic description of the regulation of 
those utilities without a for-profit mandate. Are they operating 
under PBR or cost of service, or some other regime? 

RESPONSE: 

RESPONSE PROVIDED BY DR. WEISMAN 

Please see my response to CEC IR 1.10.1.1. 

To the best of my knowledge, all of the companies that I have advised are now 
operating under incentive regulation or PBR for services that still require some 
form of economic regulation. A number of the telephone companies that I have 
advised are now largely unregulated, at least at the retail level, due to the 
emergence of effective competition in that sector. 

2. I received a B.A. in economics and mathematics from the University of Colorado, an M.A. in 

economics from the University of Colorado, and a Ph.D. in economics from the University of 

Florida with a specialization in economic regulation and industrial organization. I have 

testified in numerous regulatory proceedings to the economic and social impacts of regulato1y 

policies and have served as an advisor to telecommunications £inns, electric power companies 

and regulato1y commissions on economic pricing principles, the design of incentive regulation 

plans, the scope and pricing of mandated wholesale access and competition policy. 

3. In Canada, I have presented testimony or filed affidavits with the Canadian Radio-television 

and Telecommunications Commission (CRTC), the Albe1ia Utilities Commission and the 

British Columbia Uti.lities C01mnission. My submissions before the CRTC have covered a 

wide range of topics, including price cap regulation, local forbearance, competitor se1v ices, 

the essential facilities doctrine, predato1y pricing and w in-back mles. In the United States, I 

have presented testimony or filed affidavits before regulat01y commissions in Arkansas, 

California, Colorado, Florida, Kansas, Massachusetts, Missouri. and Texas. I have also 

submitted testimony or filed affidavits with the Federal Co1nnmnica tions Commission, the 

United States Comt of Appeals for the District of Columbia a11d the Kansas State Legislature. 
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10.0 Reference: Exhibit B-8, Appendix A Dr Weisman page 1 of 19 

 

1.10.2 Is Dr. Weisman aware of, or does he have any evidence to 
suggest that PBR can result in unwanted impacts over time? 
Please explain and provide a brief overview of the negative 
impacts that can occur and why they might occur, if yes. 

RESPONSE: 

RESPONSE PROVIDED BY DR. WEISMAN 

I have not conducted an independent, exhaustive survey of the industry to speak 
authoritatively to all of the myriad problems or “unwanted impacts” that may have 
arisen with respect to PBR over time. With respect to incentive regulation in the 
telecommunications industry, there were some relatively serious 
quality-of-service problems that surfaced in the aftermath of moving to incentive 
regulation, but there was considerable debate in the academic literature as to 
whether this was causally related to the adoption of incentive regulation. 

See, for example, Symposium on Incentive Regulation, The Review of Network 
Economics, Vol. 2(4), December  2003. The Review of Network Economics, Home 

2. I received a B.A. in economics and mathematics from the University of Colorado, an M.A. in 

economics from the University of Colorado, and a Ph.D. in economics from the University of 

Florida with a specialization in economic regulation and industrial organization. I have 

testified in numerous regulatory proceedings to the economic and social impacts of regulato1y 

policies and have served as an advisor to telecommunications £inns, electric power companies 

and regulato1y commissions on economic pricing principles, the design of incentive regulation 

plans, the scope and pricing of mandated wholesale access and competition policy. 

3. In Canada, I have presented testimony or filed affidavits with the Canadian Radio-television 

and Telecommunications Commission (CRTC), the Albe1ia Utilities Commission and the 

British Columbia Uti.lities C01mnission. My submissions before the CRTC have covered a 

wide range of topics, including price cap regulation, local forbearance, competitor se1v ices, 

the essential facilities doctrine, predato1y pricing and w in-back mles. In the United States, I 

have presented testimony or filed affidavits before regulat01y commissions in Arkansas, 

California, Colorado, Florida, Kansas, Massachusetts, Missouri. and Texas. I have also 

submitted testimony or filed affidavits with the Federal Co1nnmnica tions Commission, the 

United States Comt of Appeals for the District of Columbia a11d the Kansas State Legislature. 

https://www.rnejournal.com/arch_vol2_issue4_dec_03.html
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(rnejournal.com) See, in particular, the articles by Professors Littlechild and 
Sappington. 

See also Anna Ter-Martiroysyan and John Kwoka, “Incentive Regulation, Service 
Quality, and Standards in U.S. Electricity Distribution,” Journal of Regulatory 
Economics, Volume 38(3), December 2010, pp. 258-273. The authors report 
evidence of higher duration outages under incentive regulation, but no more 
frequent outages. In addition, they report that reductions in service quality can be 
avoided with explicit financial penalties for sub-standard levels of service quality. 

With respect to PBR in particular, I believe that the vast majority of the issues, 
though I would hesitate to characterize them as “unwanted impacts” per se, have 
centered on the specific design elements of the PBR plans which, as I have 
argued, may still not have found an equilibrium. My own view is that designing 
“optimal” PBR plans for electric power and natural gas companies is markedly 
less straightforward than designing “optimal” incentive regulation plans for 
telecommunications firms because there are more complexities in play.  

Please see my responses to BCUC IR 1.10.2, BCUC IR 1.11.1 and BCUC IR 1.14.1. 

https://www.rnejournal.com/arch_vol2_issue4_dec_03.html
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11.0 Reference: Exhibit B-8, Appendix A, Dr Weisman page 6 of 19 

 

1.11.1 Is there a term length at which the disconnect between revenues 
and system use becomes inappropriate? Please explain. 

RESPONSE: 

RESPONSE PROVIDED BY DR. WEISMAN 

Yes. My understanding is that most decoupling plans include semi-regular 
updating, which would include reconnecting system use to allowed revenues, but 
the frequency with which this occurs can vary from plan to plan. 

Revenue Decoupling 

13. Revenue decoupling can represent an important element of a regulatory regrme. The 

additional revenue stability provided by decoupling (i.e., delinking revenues from system use) 

can potentially extend the period between rate cases or rebasing (i.e., regulatory lag) and 

thereby strengthen incentives for perfonnance. This is necessarily the case because the 

additional revenue stability can help to a, oid financial windfalls and shorifalls that may 

trigger the need for a rate case and an earnings review. 

14. Regulat01y lag (i.e., length of the test period) is one of the key detenninants of the incentive 

power of a regulat01y regime. In general, the longer the test period, the stronger the incentives 

for superior performance, ceteris paribus. As discussed below, even a relatively modest 

increase in the length of the test period can have a significant effect on increasing the incentive 

power of a regulat01y regime. 
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11.0 Reference: Exhibit B-8, Appendix A, Dr Weisman page 6 of 19 

 

1.11.2 What are the potential negative impacts of disconnecting 
revenues and system use? Please explain. 

RESPONSE: 

RESPONSE PROVIDED BY DR. WEISMAN 

Please see my responses to BCUC IR 1.10.1, BCUC IR 1.10.3 and BCUC IR 1.10.3.1 
and BCUC IR 1.10.3.1. 

Revenue Decoupling 

13. Revenue decoupling can represent an important element of a regulatory regrme. The 

additional revenue stability provided by decoupling (i.e., delinking revenues from system use) 

can potentially extend the period between rate cases or rebasing (i.e., regulatory lag) and 

thereby strengthen incentives for perfonnance. This is necessarily the case because the 

additional revenue stability can help to a, oid financial windfalls and shorifalls that may 

trigger the need for a rate case and an earnings review. 

14. Regulat01y lag (i.e., length of the test period) is one of the key detenninants of the incentive 

power of a regulat01y regime. In general, the longer the test period, the stronger the incentives 

for superior performance, ceteris paribus. As discussed below, even a relatively modest 

increase in the length of the test period can have a significant effect on increasing the incentive 

power of a regulat01y regime. 
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12.0 Reference: Exhibit B-8, Appendix A, Dr Weisman page 11 and page 13 of 
19 

 

1.12.1 Please confirm or otherwise explain that to the extent that 
BC Hydro does not have a for- profit mandate, and does have a 
mandate to keep rates affordable, the return of any excess 
earnings to the consumer does not constitute any kind of 
‘punishment’, but is actually the fulfillment of some of the 
company’s customer objectives and is actually a powerful 
motivating benefit. 

RESPONSE: 

RESPONSE PROVIDED BY DR. WEISMAN 

Suppose that in lieu of a profit-maximization mandate, BC Hydro’s mandate is to 
minimize the rates that consumers pay for service, subject to the constraint that 
BC Hydro remains a financially viable enterprise. In this special case, passing on 
any “excess earnings” to consumer to minimize rates may well be a “powerful 
motivating benefit” because managers would presumably be “rewarded” for their 
efforts in achieving the mandate (i.e., target rate levels). By the same token, if the 
mandate were profit-maximization, managers would presumably be “rewarded” 
for achieving earnings targets. 

Please see my response to MOVEUP IR 1.4.1. 

27. This fonn of cost-of-service regulation contrasts sharply with the textbook model of cost-of

service regulation wherein the regulated fum 's perfonna.nce bendunark is its own earnings. 

Hence. when the regulated firm subject to textbook cost-of-service regulation implements 

efficiency improvements that increase earnings, it may be required to return any excess 

earnin gs to consumers in the fonn of rate reductions. This explains why this fonn of cost-of

service regulation is criticized on grounds that "n.o good deed goes unpunished." 10 This fonn 

of cost-of-service regulation is an example of a cost-plus contract. This is the case because 

the prices that consumers pay tend to vary directly with the repolied costs of the firm and 

therefore may exhibit greater volatility. 

35. In general, the incentive power of a regulat01y regime depends on (i) the share of the efficiency 

gains the regulated fum is allowed to retain; and (ii) the length of time that it is allowed to 

retain them (i.e .. regulato1y lag). As discussed below. there are trade-offs between these two 

din1ensions of incentive power. 
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1.13.1 Please discuss whether Dr. Weisman’s evidence regarding 
incentives relates primarily to a profit-oriented company, and how 
this fits in with BC Hydro’s affordability objectives. 

RESPONSE: 

RESPONSE PROVIDED BY DR. WEISMAN 

The passage quoted from my evidence in the body of the question would apply to 
companies with (1) a profit-maximization objective; or (2) a company without a 
profit-maximizing objective, but with an incentive-based employee compensation 
system that induces managers and employees to act as if the company’s objective 
were one of profit-maximization.  

Nonetheless, there other parts of my evidence that recognize that select 
companies may be motivated to comply with Commission and Government 
directives for reasons that are largely, or completely, independent of changes in 
profitability. 

44. Three conclusions follow from this hypothetical stylized example. First, the share of the 

efficiency gains retained by the regulated furn has a pronounced effect on the power of the 

regulatory regime. Second, a modest increase in the length of the regulato1y regime has a 

significant effect on .increasing the incentive power of the regulat01y regime. Finally, there is 

a tradeoff between the length of the regulato1y regime and the degree of earnings sharing. 
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1.14.1 Please confirm that emulating all the results obtained in a 
competitive market could result in a failure to be cost-effective with 
respect to BC Hydro’s objectives where profit maximization for a 
shareholder could distort cost-effective performance under a set of 
objectives different from those of companies operating in a 
fully-competitive market. 

RESPONSE: 

RESPONSE PROVIDED BY MR. KOLESAR 

Please see my response to CEC IR 1.14.2. I do not consider that emulating all the 
results obtained in a competitive market would result in a failure to be cost 
effective with respect to BC Hydro’s objectives, providing BC Hydro has sufficient 
incentives to seek productivity improvements. 

Accordingly, the Comm iss ion has a range of regulatory regime alternat ives by wh ich it may ach ieve its 

object ives in regulat ing BC Hydro . In choos ing a regu latory regime for BC Hydro, the Comm iss ion should 

seek t o ach ieve a balance among the fo ll owing objectives. 4 

• The regulatory regime should emulate t he results achieved in a com petit ive market to the 

greatest extent possible; 

• The regulatory regime should prov ide an opportun ity fo r BC Hyd ro to recover its prudently 

incu rred cost s and earn it s fa ir ret urn; 

• The regulatory regime should be understandab le; 

• The regulatory regime should avoid regulatory burden and stream line regu lat ion to the greatest 

extent poss ible; 

• The regula tory regime should make part ies better off re lat ive to other regulatory alternat ives, 

so that both BC Hydro and its customers sha re in the benefits of the plan;5 

• The regulatory regime should conside r the un ique circumstances of BC Hydro. 
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1.14.2 Would it be fair to say that BC Hydro would only want some of the 
results of a competitive market, and that competitive markets can 
produce dysfunctional results sometimes? 

RESPONSE: 

RESPONSE PROVIDED BY MR. KOLESAR 

Perfectly competitive markets provide the checks and balances necessary to 
negate any potential “dysfunctional result”, however in practice there are very few 
perfectly competitive markets, if any. Moreover, perfect competition is not the 
appropriate model for economic regulation of utilities. There are degrees of 
competition in various markets and institutional safeguards against the exercise 
of market power by market participants. The BCUC provides some of those 
safeguards by regulating BC Hydro and other monopoly utilities within its 
jurisdiction so that they cannot exercise market power. 

Please see my response to BCOAPO IR 1.10.1 for a discussion of the competitive 
market results to which I am referring. Within the context of that discussion, and 
given my comments above, I do not think it would be fair to say that BC Hydro, or 
more correctly the BCUC, would only want some of the results of a competitive 
market. 

Accordingly, the Comm iss ion has a range of regulatory regime alternat ives by wh ich it may ach ieve its 

object ives in regulat ing BC Hydro . In choos ing a regu latory regime for BC Hydro, the Comm iss ion should 

seek t o ach ieve a balance among the fo ll owing objectives. 4 

• The regulatory regime should emulate t he results achieved in a com petit ive market to the 

greatest extent possible; 

• The regulatory regime should prov ide an opportun ity fo r BC Hyd ro to recover its prudently 

incu rred cost s and earn it s fa ir ret urn; 

• The regulatory regime should be understandab le; 

• The regulatory regime should avoid regulatory burden and stream line regu lat ion to the greatest 

extent poss ible; 

• The regula tory regime should make part ies better off re lat ive to other regulatory alternat ives, 

so that both BC Hydro and its customers sha re in the benefits of the plan;5 

• The regulatory regime should conside r the un ique circumstances of BC Hydro. 



Commercial Energy Consumers Association of British 
Columbia 
Information Request No. 1.14.3 Dated: January 7, 2021 
British Columbia Hydro & Power Authority 
Response issued February 4, 2021 

Page 1 
of 1 

British Columbia Hydro & Power Authority  
BCUC Review of BC Hydro’s Performance Based 
Regulation Report 

Exhibit: 
 

 
 

USER – DO NOT REMOVE February 4, 2021 11:32:00 AM (AM) 

14.0 Reference: Exhibit B-8, Appendix B, Mr. Kolesar page 4 of 18 

 

1.14.3 Please confirm that the ‘unique circumstances of BC Hydro’ 
should incorporate the mandate to maintain customer bill 
affordability. 

RESPONSE: 

RESPONSE PROVIDED BY MR. KOLESAR 

The regulatory bargain requires a utility to provide a specified level of service in 
its franchise territory at rates that recover the prudently incurred costs necessary 
for the provision of utility service, including a fair return. The regulated utility is 
not required under the regulatory bargain to ensure that all utility rate payers can 
afford utility service. 

Affordability may be a government policy objective and governments may take 
legislative steps to assist those who cannot afford utility service. In addition, 
regulators may approve rate structures that include explicit subsidies for certain 
rate classes to increase affordability. 

Pursuant the November 26, 2020 mandate letter to the Honorable Bruce Ralston, 
which refers to “protecting and enhancing the public services people rely on and 
working to make life more affordable for everyone,” BC Hydro does have a 
mandate to keep rates among the most affordable in North America. Hence, 
pursuant to that mandate BC Hydro has an obligation to keep rates as low as 
possible. However, this is not synonymous with an obligation to ensure that every 
utility customer can afford utility service. 

Accordingly, the Comm iss ion has a range of regulatory regime alternat ives by wh ich it may ach ieve its 

object ives in regulat ing BC Hydro . In choos ing a regu latory regime for BC Hydro, the Comm iss ion should 

seek t o ach ieve a balance among the fo ll owing objectives. 4 

• The regulatory regime should emulate t he results achieved in a com petit ive market to the 

greatest extent possible; 

• The regulatory regime should prov ide an opportun ity fo r BC Hyd ro to recover its prudently 

incu rred cost s and earn it s fa ir ret urn; 

• The regulatory regime should be understandab le; 

• The regulatory regime should avoid regulatory burden and stream line regu lat ion to the greatest 

extent poss ible; 

• The regula tory regime should make part ies better off re lat ive to other regulatory alternat ives, 

so that both BC Hydro and its customers sha re in the benefits of the plan;5 

• The regulatory regime should conside r the un ique circumstances of BC Hydro. 
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1.15.1 Would Mr. Kolesar agree that despite the lack of a profit 
maximizing mandate, and in the absence of other incentives, staff 
at various levels of an organization may have personal/individual 
incentives to increase their budgets and/or spending. For 
example, might individuals want larger departmental budgets, 
more staff or better technologies whether or not it is needed for 
cost-effective performance of the utility and improved performance 
in that regard? 

RESPONSE: 

RESPONSE PROVIDED BY MR. KOLESAR 

Although there may be staff at various levels of an organization who may have 
personal/individual incentives to increase their budgets and/or spending, prudent 
organizations, whether profit maximizing or not, generally have budget 
management mechanisms and capital budgeting protocols in place to ensure that 
spending is both necessary and prudent. It is my understanding that the BC Hydro 
hold back mechanism in the executive compensation scheme provides incentives 
to the Company’s executives with respect to prudent budgeting and the 
achievement of budget results. 

BC Hydro is Not a Profit Maximizer 
I note and agree with the comments of Dr. Weisman in the execut ive summary to his report: 

The expected gains from adopting PBR may be subject to greate r uncerta inty in the case of 
crown corpo rations because they are de facto subject to two d ifferent regu latory authorities
the regu latory commiss ion and the government owner. Nonetheless, PBR plans have been 
successfu lly app li ed to public enterprises. 10 

A matter to be considered by the Commission in this proceed ing is whether BC Hydro, as a pub lic 

enterprise, w il l be in a pos it ion to adequate ly respond to the more powerful incentives to seek out 

productivity improvements offered by PBR, given the absence of a mandate to maximize profits. In othe r 

words, wi ll the expected gains from adopting PBR be fully rea lized. 

Executive compensat ion in the Company, as app roved by its board of directo rs, includes incent ive pay 

for executives and d irectors, based on BC Hydro's Service Plan performance measures. 14 None of these 

performance measures can be interpreted as promoting profit maximization .15 On the contrary they 

support re liab le and responsive service delivery, ensu re that rates are "among the most affordab le in 

North America," promote safety, and del ive r on a number of other policy object ives such as ene rgy 

conservation, clean energy and aboriginal relat ions. 
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In any event, the regulatory process, whether COSR or PBR, will seek to ensure 
that all costs are necessary for the provision of utility service and prudently 
incurred. 



Commercial Energy Consumers Association of British 
Columbia 
Information Request No. 1.15.2 Dated: January 7, 2021 
British Columbia Hydro & Power Authority 
Response issued February 4, 2021 

Page 1 
of 1 

British Columbia Hydro & Power Authority  
BCUC Review of BC Hydro’s Performance Based 
Regulation Report 

Exhibit: 
 

 
 

USER – DO NOT REMOVE February 4, 2021 11:32:00 AM (AM) 

15.0 Reference: Exhibit B-8, Appendix B Mr. Kolesar page 8 of 18 and 
pages 9-10 of 18 

 

 

 

1.15.2 Would Mr. Kolesar agree that the incentives that “support reliable 
and responsive service delivery, promoting safety and delivering 
on a number of other policy objectives” might incent increased 
spending to optimize on these objectives? Please explain why or 
why not. 

RESPONSE: 

RESPONSE PROVIDED BY MR. KOLESAR 

If the Company is to “optimize” these objectives then any spending should, by 
definition, result in an optimal and therefore efficient outcome. In any event, the 
regulatory process, whether COSR or PBR, will seek to ensure that the costs to 
deliver on these objectives are necessary for the provision of utility service and 
prudently incurred. 

If however, certain “public policy” objectives are not specifically required for the 
provision of utility service then the Commission should take measures to ensure 
that the achievement of these objectives is not subsidized by utility rate payers, to 
the greatest extent possible. 

BC Hydro is Not a Profit Maximizer 
I note and agree with the comments of Dr. Weisman in the execut ive summary to his report: 

The expected gains from adopting PBR may be subject to greate r uncerta inty in the case of 
crown corpo rations because they are de facto subject to two d ifferent regu latory authorities
the regu latory commiss ion and the government owner. Nonetheless, PBR plans have been 
successfu lly app li ed to public enterprises. 10 

A matter to be considered by the Commission in this proceed ing is whether BC Hydro, as a pub lic 

enterprise, w il l be in a pos it ion to adequate ly respond to the more powerful incentives to seek out 

productivity improvements offered by PBR, given the absence of a mandate to maximize profits. In othe r 

words, wi ll the expected gains from adopting PBR be fully rea lized. 

Executive compensat ion in the Company, as app roved by its board of directo rs, includes incent ive pay 

for executives and d irectors, based on BC Hydro's Service Plan performance measures. 14 None of these 

performance measures can be interpreted as promoting profit maximization .15 On the contrary they 

support re liab le and responsive service delivery, ensu re that rates are "among the most affordab le in 

North America," promote safety, and del ive r on a number of other policy object ives such as ene rgy 

conservation, clean energy and aboriginal relat ions. 
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1.15.3 Does the incentive to have rates ‘among the most affordable in 
North America’ provide a strong incentive to keep spending only to 
optimal levels, or does it provide some significant leeway? Please 
explain. 

RESPONSE: 

RESPONSE PROVIDED BY MR. KOLESAR 

BC Hydro’s mandate to have rates “among the most affordable in North America” 
provides a strong incentive to ensure that the costs to provide utility service are 
necessary and prudently incurred, at minimum, and also provides a further 
incentive to seek productivity improvements to satisfy this mandate by keeping 
rates as low as possible. As I stated in my submission, in this regard I agree with 
Dr. Weisman that crown corporations like BC Hydro are “de facto subject to two 
different regulatory authorities-the regulatory commission and the government 
owner” and as such, BC Hydro has a strong incentive to seek productivity 
improvements to satisfy the expectations of the Government of British Columbia 
with respect keeping rates among the most affordable in North America. 

BC Hydro is Not a Profit Maximizer 
I note and agree with the comments of Dr. Weisman in the execut ive summary to his report: 

The expected gains from adopting PBR may be subject to greate r uncerta inty in the case of 
crown corpo rations because they are de facto subject to two d ifferent regu latory authorities
the regu latory commiss ion and the government owner. Nonetheless, PBR plans have been 
successfu lly app li ed to public enterprises. 10 

A matter to be considered by the Commission in this proceed ing is whether BC Hydro, as a pub lic 

enterprise, w il l be in a pos it ion to adequate ly respond to the more powerful incentives to seek out 

productivity improvements offered by PBR, given the absence of a mandate to maximize profits. In othe r 

words, wi ll the expected gains from adopting PBR be fully rea lized. 

Executive compensat ion in the Company, as app roved by its board of directo rs, includes incent ive pay 

for executives and d irectors, based on BC Hydro's Service Plan performance measures. 14 None of these 

performance measures can be interpreted as promoting profit maximization .15 On the contrary they 

support re liab le and responsive service delivery, ensu re that rates are "among the most affordab le in 

North America," promote safety, and del ive r on a number of other policy object ives such as ene rgy 

conservation, clean energy and aboriginal relat ions. 
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1.15.4 Would a customer objective of providing customers with more 
affordable bills provide an incentive to improve cost-effectiveness? 

RESPONSE: 

RESPONSE PROVIDED BY MR. KOLESAR 

Yes. Please see my response to CEC IR 1.15.3. 

BC Hydro is Not a Profit Maximizer 
I note and agree with the comments of Dr. Weisman in the execut ive summary to his report: 

The expected gains from adopting PBR may be subject to greate r uncerta inty in the case of 
crown corpo rations because they are de facto subject to two d ifferent regu latory authorities
the regu latory commiss ion and the government owner. Nonetheless, PBR plans have been 
successfu lly app li ed to public enterprises. 10 

A matter to be considered by the Commission in this proceed ing is whether BC Hydro, as a pub lic 

enterprise, w il l be in a pos it ion to adequate ly respond to the more powerful incentives to seek out 

productivity improvements offered by PBR, given the absence of a mandate to maximize profits. In othe r 

words, wi ll the expected gains from adopting PBR be fully rea lized. 

Executive compensat ion in the Company, as app roved by its board of directo rs, includes incent ive pay 

for executives and d irectors, based on BC Hydro's Service Plan performance measures. 14 None of these 

performance measures can be interpreted as promoting profit maximization .15 On the contrary they 

support re liab le and responsive service delivery, ensu re that rates are "among the most affordab le in 

North America," promote safety, and del ive r on a number of other policy object ives such as ene rgy 

conservation, clean energy and aboriginal relat ions. 
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1.16.1 Would Mr. Kolesar agree that an objective of optimizing the 
cost-effectiveness of spending could serve to emulate the benefits 
of a competitive environment? Please explain why or why not. 

RESPONSE: 

RESPONSE PROVIDED BY MR. KOLESAR 

Yes, a company in a competitive market has an incentive to seek productivity 
improvements to reduce costs in order to create a competitive advantage relative 
to its rivals. 

The regulatory regime should emulate the results achieved in a competitive market to the greatest extent 

possible 

Any regulatory model on the continuum fro m COSR to PBR w ill emulate the resu lts ach ieved in a 

competit ive market to t he extent that it constra ins the ut ility from exe rcising monopoly power and 

exact ing monopo ly rents from consumers. And arguably, if t he regulatory regime also creates incent ives 

for t he ut ility to seek productivity improvements, then the regime w ill be better at emulat ing the resu lts 

expected from a competit ive market . Indeed, th is is one of the a rguments in favour of PBR. However, if 

t he ut ility is limited in its capacity to act on the incentive to seek productivity improve ments, then 

ach ievement of th is th is objective may be dimin ished relat ive to ot her regu latory objectives . 
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1.16.2 What options exist for developing a culture of ‘cost-effectiveness’ 
in a large organization when profit maximization is not the 
objective? 

RESPONSE: 

RESPONSE PROVIDED BY MR. KOLESAR 

In the case of BC Hydro, the expectations of its shareholder, the Government of 
British Columbia, to be cost effective so as to deliver on its mandate to provide 
rates “among the most affordable in North America” provides an incentive to be 
cost effective. To comply with this expectation, BC Hydro can, and likely does, 
emulate the behaviours and cultural norms of organizations that seek to be cost 
effective. 

The regulatory regime should emulate the results achieved in a competitive market to the greatest extent 

possible 

Any regulatory model on the continuum fro m COSR to PBR w ill emulate the resu lts ach ieved in a 

competit ive market to t he extent that it constra ins the ut ility from exe rcising monopoly power and 

exact ing monopo ly rents from consumers. And arguably, if t he regulatory regime also creates incent ives 

for t he ut ility to seek productivity improvements, then the regime w ill be better at emulat ing the resu lts 

expected from a competit ive market . Indeed, th is is one of the a rguments in favour of PBR. However, if 

t he ut ility is limited in its capacity to act on the incentive to seek productivity improve ments, then 

ach ievement of th is th is objective may be dimin ished relat ive to ot her regu latory objectives . 
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1.17.1 Would Mr. Kolesar agree that the complexities of new PBR can 
result in significant uncertainty as to how the formula actually 
works and the incentives that are generated? 

RESPONSE: 

RESPONSE PROVIDED BY MR. KOLESAR 

I agree that the complexities of a new PBR regime can result in some uncertainty 
among parties with respect to how the formula works and the incentives that they 
are intended to promote, particularly for parties accustomed to COSR, given that 
PBR can be complex and difficult to understand. 

The regulatory regime should avoid regulatory burden and streamline regulation to the greatest extent 

possible 

PBR pro m ises less regu latory burden because t he t e rm of a PBR plan is general ly longer than t he te rm 

under COSR and the ut ility is presumed to be "set free" to manage it s business rathe r t han focus o n 

regula tory fi lings. However, t hat prom ise is not always so easily rea lized . PBR, at least at the init ial 

stages of imp lementation, often requ ires a number of supp lemental o r concu rrent regulatory 

proceed ings to deal with matters such as the annua l rates adjust ment under the PBR formula , the 

periodic calcu lation and approval of K, Y and potent ia ll y Z factors, t he mon itoring of qual ity metrics, and 

al ike . Alberta experienced an increase in regu latory fi lings under PBR, in part because of the nat ure of 

some of the Comm ission's PBR plans, fo r wh ich the Alberta commission was often crit icized . The 

Comm ission shou ld carefully analyze and conside r t he potent ia l regulatory bu rden unde r both COSR and 

PBR. 
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1.17.2 Please confirm that a clear understanding of the workings of a 
regulatory regime can result in reduced confusion and contention 
in regulatory proceedings. 

RESPONSE: 

RESPONSE PROVIDED BY MR. KOLESAR 

Confirmed. One of the objectives of a regulatory regime is that it should be 
understandable. 

The regulatory regime should avoid regulatory burden and streamline regulation to the greatest extent 

possible 

PBR pro m ises less regu latory burden because t he t e rm of a PBR plan is general ly longer than t he te rm 

under COSR and the ut ility is presumed to be "set free" to manage it s business rathe r t han focus o n 

regula tory fi lings. However, t hat prom ise is not always so easily rea lized . PBR, at least at the init ial 

stages of imp lementation, often requ ires a number of supp lemental o r concu rrent regulatory 

proceed ings to deal with matters such as the annua l rates adjust ment under the PBR formula , the 

periodic calcu lation and approval of K, Y and potent ia ll y Z factors, t he mon itoring of qual ity metrics, and 

al ike . Alberta experienced an increase in regu latory fi lings under PBR, in part because of the nat ure of 

some of the Comm ission's PBR plans, fo r wh ich the Alberta commission was often crit icized . The 

Comm ission shou ld carefully analyze and conside r t he potent ia l regulatory bu rden unde r both COSR and 

PBR. 
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1.17.3 Please discuss the risks and benefits that can accrue from 
changing the regulatory regime every few years. 

RESPONSE: 

RESPONSE PROVIDED BY MR. KOLESAR 

Regulated utilities require a degree of regulatory certainty, in part because their 
investors recognize that there is less risk in a stable regulatory environment with 
a degree of predictability. This helps keep the cost of capital for the regulated 
entity lower than it would be in a more uncertain environment. Therefore, frequent 
significant changes to the regulatory regime may have a detrimental effect on a 
utility’s cost of capital. 

In addition, whether regulated under COSR or PBR, a utility will adjust its 
business practices to align with the regulatory regime, a process that may take 
several business cycles to complete and that will, if successful, help to achieve 
the regulator’s objectives. However, if there are frequent significant changes to 
the regulatory regime, a utility may have difficulty aligning its business practices, 
which may in turn result in increased costs, contrary to one of the objectives of 
regulation to emulate the results achieved in a competitive market to the greatest 
extent possible. 

However, recognizing the above, changes to a regulatory regime can and should 
be undertaken if there is a sufficient expectation that the changes will better 
achieve the objectives of regulation over time. Maintaining a regime over several 
regulatory cycles and making only incremental improvements in successive 
cycles may assist the regulator in achieving its objectives while reducing the 
perception of regulatory risk. 

The regulatory regime should avoid regulatory burden and streamline regulation to the greatest extent 

possible 

PBR pro m ises less regu latory burden because t he t e rm of a PBR plan is general ly longer than t he te rm 

under COSR and the ut ility is presumed to be "set free" to manage it s business rathe r t han focus o n 

regula tory fi lings. However, t hat prom ise is not always so easily rea lized . PBR, at least at the init ial 

stages of imp lementation, often requ ires a number of supp lemental o r concu rrent regulatory 

proceed ings to deal with matters such as the annua l rates adjust ment under the PBR formula , the 

periodic calcu lation and approval of K, Y and potent ia ll y Z factors, t he mon itoring of qual ity metrics, and 

al ike . Alberta experienced an increase in regu latory fi lings under PBR, in part because of the nat ure of 

some of the Comm ission's PBR plans, fo r wh ich the Alberta commission was often crit icized . The 

Comm ission shou ld carefully analyze and conside r t he potent ia l regulatory bu rden unde r both COSR and 

PBR. 
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17.0 Reference: Exhibit B-8, Appendix B, Mr. Kolesar page 11 of 18 

 

1.17.4 Please discuss the risks and benefits from resetting a PBR, and in 
particular changing the elements of a PBR every few years. 

RESPONSE: 

RESPONSE PROVIDED BY MR. KOLESAR 

Please see my response to CEC IR 1.17.3. 

The regulatory regime should avoid regulatory burden and streamline regulation to the greatest extent 

possible 

PBR pro m ises less regu latory burden because t he t e rm of a PBR plan is general ly longer than t he te rm 

under COSR and the ut ility is presumed to be "set free" to manage it s business rathe r t han focus o n 

regula tory fi lings. However, t hat prom ise is not always so easily rea lized . PBR, at least at the init ial 

stages of imp lementation, often requ ires a number of supp lemental o r concu rrent regulatory 

proceed ings to deal with matters such as the annua l rates adjust ment under the PBR formula , the 

periodic calcu lation and approval of K, Y and potent ia ll y Z factors, t he mon itoring of qual ity metrics, and 

al ike . Alberta experienced an increase in regu latory fi lings under PBR, in part because of the nat ure of 

some of the Comm ission's PBR plans, fo r wh ich the Alberta commission was often crit icized . The 

Comm ission shou ld carefully analyze and conside r t he potent ia l regulatory bu rden unde r both COSR and 

PBR. 
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1.18.1 Would Mr. Kolesar agree that there can be a risk of companies 
‘gaming the system’ under PBR? 

RESPONSE: 

RESPONSE PROVIDED BY MR. KOLESAR 

There is a risk of companies “gaming the system” under any regulatory regime, 
so regulators must be mindful of the potential for gaming. 

Specifically, with respect to PBR, to the extent a PBR regime retains some of the 
elements of COSR, some of the opportunities for gaming in COSR will carry over 
into PBR. However, there may be opportunities for gaming in a PBR regime that a 
regulator must guard against, even without the elements of COSR. Examples 
include allowing quality to deteriorate, delaying capital maintenance or 
replacement to future periods, cost shifting between O&M and capital additions, 
and altering depreciation by reducing depreciation rates or adjusting end of life 
parameters, among others. That is why PBR plans often include additional 
reporting requirements and other safeguards. 

The regulatory regime should make parties better off relative to other regulatory alternatives, so that both 

BC Hydro and its customers share in the benefits of the plan 

Determ ining the re lat ive merits of COSR and PBR and the sharing of benefits is admitt ed ly a d ifficult 

t ask. COSR, because it is accounting oriented and has a shorte r term, is easier for most parties to 

understand and the sha ring of benefits as between the utilit y and customers is theoret ica lly easier to 

demonst rate because it is possible to link rates and revenues to a calculated revenue requirement, both 

on a forecast and actual bas is. However, because PBR breaks the link between rates and revenues and 

t he costs of the ut ility (the ut ility' s revenue requirement}, it is much more difficul t to demonst rate t he 

sharing of benefits . 
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1.18.2 Would Mr. Kolesar agree that less than optimal decision-making 
from a cost-effectiveness perspective can be inadvertently 
incented under PBR? For example might a utility choose to defer 
necessary spending that would otherwise be optimally spent 
earlier in order to achieve PBR incentives? Please explain why or 
why not. 

RESPONSE: 

RESPONSE PROVIDED BY MR. KOLESAR 

Please see my response to CEC IR 1.18.1. 

The regulatory regime should make parties better off relative to other regulatory alternatives, so that both 

BC Hydro and its customers share in the benefits of the plan 

Determ ining the re lat ive merits of COSR and PBR and the sharing of benefits is admitt ed ly a d ifficult 

t ask. COSR, because it is accounting oriented and has a shorte r term, is easier for most parties to 

understand and the sha ring of benefits as between the utilit y and customers is theoret ica lly easier to 

demonst rate because it is possible to link rates and revenues to a calculated revenue requirement, both 

on a forecast and actual bas is. However, because PBR breaks the link between rates and revenues and 

t he costs of the ut ility (the ut ility' s revenue requirement}, it is much more difficul t to demonst rate t he 

sharing of benefits . 
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1.18.2 Would Mr. Kolesar agree that less than optimal decision-making 
from a cost-effectiveness perspective can be inadvertently 
incented under PBR? For example might a utility choose to defer 
necessary spending that would otherwise be optimally spent 
earlier in order to achieve PBR incentives? Please explain why or 
why not. 

1.18.2.1 If yes, what means are available to regulators and interveners 
to determine whether spending is cost-effective? 

RESPONSE: 

RESPONSE PROVIDED BY MR. KOLESAR 

Please see my response to CEC IR 1.18.1. 

The regulatory regime should make parties better off relative to other regulatory alternatives, so that both 

BC Hydro and its customers share in the benefits of the plan 

Determ ining the re lat ive merits of COSR and PBR and the sharing of benefits is admitt ed ly a d ifficult 

t ask. COSR, because it is accounting oriented and has a shorte r term, is easier for most parties to 

understand and the sha ring of benefits as between the utilit y and customers is theoret ica lly easier to 

demonst rate because it is possible to link rates and revenues to a calculated revenue requirement, both 

on a forecast and actual bas is. However, because PBR breaks the link between rates and revenues and 

t he costs of the ut ility (the ut ility' s revenue requirement}, it is much more difficul t to demonst rate t he 

sharing of benefits . 
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1.0 A. For BC Hydro 
Strategic Challenges and Priorities 

1.1.1 Please comment on the respective advantages and 
disadvantages of COS and PBR for BC Hydro, in relation to its 
response to each of the following imperatives: 

(a) supporting the recovery and potential transformations of the BC economy in 
its emergence from the COVID-19 pandemic and the associated recession; 

(b) implementing BC’s climate strategy including low-carbon electrification; 
(c) dealing with ageing infrastructure; and 
(d) maintaining public confidence and support. 

RESPONSE: 

In BC Hydro’s view, a key issue in this proceeding is whether the time and effort 
required to design a PBR regime is justified, especially considering that BC Hydro 
does not have a mandate to maximize profits. As Dr. Weisman concluded in his 
initial report (page 63 of Appendix FF of Exhibit A2-1):  

“Finally, if the PBR regime is not developed in accordance 
with sound economic principles, or there is not a strong 
commitment to the fundamental tenets of PBR on the part of 
either the regulator or the government, the significant 
resources required to design and implement a PBR regime 
would be difficult to justify. The adoption of PBR may simply 
fail the cost-benefit test under these conditions.” (emphasis 
added) 

The issues raised in the preamble to this question raise a similar consideration. 
Specifically if BC Hydro, BCUC and intervener resources and efforts are focused 
on the design and implementation of a PBR regime, this could limit the extent to 
which those resources and efforts can be focused in other areas such as 
supporting economic recovery and transformation following the COVID-19 
pandemic and implementing BC’s climate strategy, including low-carbon 
electrification.  

With regard to dealing with ageing infrastructure, the BCUC recently approved 
updated Capital Filing Guidelines which should be given the opportunity to work. 
The challenges and complexities with designing a PBR mechanism for capital 
have been well documented in this proceeding. For example, on page 6 of his 
evidence in Exhibit B-8, Mr. Kolesar provides a discussion on why PBR 
mechanisms may be less effective than Cost of Service Regulation in adequately 
recognizing the effect of capital requirements on utility costs. 
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With regard to maintaining public confidence and support, BC Hydro submits that 
the use of a multi-year cost forecast is superior to an index or formula approach, 
particularly in the case of BC Hydro, which is publicly owned and has a significant 
public profile and has only recently come back into relatively unfettered 
regulation. A multi-year forecast provides better insight into BC Hydro’s 
operations than an index or formula and will allow the BCUC and interveners to 
develop greater familiarity and understanding of BC Hydro’s costs over time. 
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2.0 A. For BC Hydro 
Avoidance of Periodic Rate Hearings, or Setting Rates on an 
Indefinite Basis 

1.2.1 Can BC Hydro identify significant benefits of periodic regulatory 
proceedings above and beyond the bare process of adjusting 
rates? 

RESPONSE: 

Yes. Among other things, periodic regulatory proceedings provide an opportunity 
for the BCUC and interveners to become more familiar with BC Hydro’s costs and 
operations and to ask questions, provide feedback and test evidence, ultimately 
leading to better outcomes for BC Hydro and its customers. 
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2.0 A. For BC Hydro 
Avoidance of Periodic Rate Hearings, or Setting Rates on an 
Indefinite Basis 

1.2.2 Are there lessons to be learned from the 2020-21 Revenue 
Requirements proceeding and the years leading up to it, regarding 
the value of maintaining the familiarity of the regulator and 
stakeholders with the utility, its finances, its operations, its load 
forecasting processes, and other matters? 

RESPONSE: 

Yes. BC Hydro believes that the Fiscal 2020 to Fiscal 2021 Revenue Requirements 
proceeding was a valuable and necessary process. The depth and length of the 
proceeding and the wide-ranging issues raised demonstrates the consequences 
of a prolonged period where the BCUC and interveners do not have the 
opportunity for sufficient insight into BC Hydro’s costs and operations. BC Hydro 
is concerned that a PBR regime that includes an index or formula that 
automatically escalates BC Hydro’s allowed revenue could have similar 
consequences. 
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3.0 A. For BC Hydro 
Performance Metrics: Informational and Otherwise 

1.3.1 Is BC Hydro aware of any situation where a PBR regime 
governing a British Columbia utility has provided for penalties for 
failure to meet benchmarks established for performance metrics? 

RESPONSE: 

Yes. 

For example, the 2014-2019 PBR and 2020-2024 MRP regimes governing FortisBC 
Energy Inc. and FortisBC Inc. have included penalties if there is a serious 
degradation of service levels attributable to the actions or inactions of the utility. 
The process for assessing service level performance and potential penalties is 
outlined in the “Consensus Recommendation” approved by the BCUC in 
Order G-14-15, dated February 4, 2015,1 which were interpreted by the BCUC on 
pages 18-19 of the Reasons for Decision for Order G-107-15, dated June 13, 2015.2 
In short, under these regimes, failure to meet SQI benchmark thresholds could 
result in a reduction to the share of earnings sharing retained by the utility, if the 
BCUC determined it represented a serious degradation of service quality 
attributable to the actions or inactions of the utility. 

Note that, under this framework, the reduction in earnings depends on there being 
earnings above the allowed return. The BCUC has determined that, otherwise, the 
only remedy is to exercise statutory powers that are already currently available to 
the BCUC in the case of BC Hydro. From 2014-2019 FortisBC PBR Decision 
(p. 155)3:  

Where, after due process, the Commission finds that Fortis 
has failed to provide adequate service and the failure was, in 
whole or in part, due to the actions (or inactions) of Fortis, 
the Commission may reduce the share of earnings above the 
allowed rate of return that would otherwise flow to the 
Company. The reduced share of earnings would be credited 
to customers in the form of a compensation credit. The Panel 
directs that the maximum reduction to the incentive earnings 

                                                
1  Online: https://www.ordersdecisions.bcuc.com/bcuc/orders/en/119407/1/document.do. 
2  Online: 

https://www.bcuc.com/Documents/Proceedings/2015/DOC_43935_G-107-2015_FBC-AnnualRevie
w2015RatesDecision.pdf 

3  Online: DOC_42181_09-15-2014-FEI-2014-18-DecisionWEB.pdf (bcuc.com) 
 

https://www.ordersdecisions.bcuc.com/bcuc/orders/en/119407/1/document.do
https://www.bcuc.com/Documents/Proceedings/2015/DOC_43935_G-107-2015_FBC-AnnualReview2015RatesDecision.pdf
https://www.bcuc.com/Documents/Proceedings/2015/DOC_43935_G-107-2015_FBC-AnnualReview2015RatesDecision.pdf
https://www.bcuc.com/Documents/Proceedings/2014/DOC_42181_09-15-2014-FEI-2014-18-DecisionWEB.pdf
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will be an adjustment to the earnings sharing mechanism to 
reflect a 60 percent ESM share to the customer rather than 
the standard 50 percent. 

When assessing the magnitude of any reduction in each Company’s share of the 
incentive earnings, the Commission will take into account the following factors:  

• Any economic gain made by each Company in allowing service levels to 
deteriorate;  

• The impact on the delivery of safe, reliable and adequate service;  

• Whether the impact is seen to be transitory or of a sustained nature; and  

• Whether each Company has taken measures to ameliorate the deterioration 
in service.  

Where there are no incentive earnings to share (i.e., the rate of return achieved by 
the Companies are at or below the approved rate of return), the Commission may 
still assess whether the level of service provided by the Company is adequate. In 
this case, the actions taken will be driven by the provisions in the Utilities 
Commission Act. This might include ordering Fortis, under section 25 of the 
Utilities Commission Act, to take certain actions to remedy a service deficiency or 
the imposition of an administrative penalty under section 109.2 of the Utilities 
Commission Act. 
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3.0 A. For BC Hydro 
Performance Metrics: Informational and Otherwise 

1.3.2 Is BC Hydro aware of any situation where a British Columbia utility 
subject to performance-based ratemaking has faced or suffered 
an actual penalty in the application of its performance metrics? 

RESPONSE: 

No. 
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3.0 A. For BC Hydro 
Performance Metrics: Informational and Otherwise 

1.3.3 In the absence of actual financial consequences, please comment 
on the practical distinction between informational metrics and 
those which purport to carry another kind of weight. 

RESPONSE: 

In the absence of actual financial consequences, BC Hydro sees no practical 
distinction between information-only performance metrics and financial metrics 
that are intended to be used for the application of financial rewards or penalties. 

In the case of BC Hydro, penalties limited to excess earnings would not provide 
effective financial consequences since BC Hydro does not have a mandate to 
maximize profits. For further discussion on this point, refer to BC Hydro’s 
response to BCUC IR 1.3.1. 
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4.0 B. For Dr. Weisman 
Incentives and profit maximization 

1.4.1 What would be the impact on the efficacy of PBR incentives based 
(at least in part) on opportunities for increased shareholder return, 
if the shareholder does not wish to increase its return from the 
utility? 

RESPONSE: 

RESPONSE PROVIDED BY DR. WEISMAN 

In general, it is reasonable to expect that the efficacy of PBR incentives in 
motivating superior performance would be dampened when (i) the regulated firm 
is not a profit-maximizing entity; and (ii) institutional constraints may preclude the 
regulated firm from implementing an incentive-based employee compensation 
scheme.  

Metaphorically speaking, a horse that does not favor additional carrots will not be 
induced to run faster when the reward for doing so is more carrots. That said, a 
dutiful horse may run faster simply because his owner wishes him to, and he 
aspires to please his owner.  

Please see my responses to BCUC IR 1.10.1, BCUC IR 1.10.3, BCUC IR 1.10.3.2 
and BCUC IR 1.14.1. 
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5.0 C. For Mr. Kolesar 
Impact of Regulatory Hiatus 

1.5.1 Please comment on the impact of the following circumstances of 
BC Hydro in relation to the appropriateness of a PBR mechanism 
for setting rates in the near term: 

(a) Recent emergence from a prolonged hiatus in Commission oversight of 
BC Hydro rates. 

(b) Recent emergence from a prolonged period of rate caps set by government 
without Commission involvement. 

RESPONSE: 

RESPONSE PROVIDED BY MR. KOLESAR 

With respect to the recent emergence from a prolonged hiatus in Commission 
oversight, during which rate caps were set by government, I agree with BC Hydro 
it may be more difficult for the Commission to garner the understanding and 
support of parties for the adoption of PBR. Accordingly, the Commission may be 
required to adopt more safeguards and oversight mechanisms in its PBR regime 
than they might otherwise undertake, given that there has been no detailed 
oversight for a prolonged period. This may increase regulatory burden under a 
PBR regime beyond the increase in filing requirements normally expected in a 
PBR regime. 
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6.0 C. For Mr. Kolesar 
Installing Change 

1.6.1 Is there value to maintaining “buy-in” and confidence from the 
utility and stakeholders in the process of implementing significant 
changes to the regulatory regime? If so, what is the nature of that 
value and how might a regulator seek to retain it? 

RESPONSE: 

RESPONSE PROVIDED BY MR. KOLESAR 

I agree there is value in maintaining “buy in” and confidence from the utility and 
stakeholders in the process of implementing significant changes to the regulatory 
regime. Regulatory tribunals are one of the institutions of a democratic society 
that must be seen to be transparent, independent and acting in the public interest. 
This is why one of the objectives of a regulatory regime is to be understandable.  

In addition, regulators must adhere to the principles of procedural fairness, 
providing an opportunity for those who should be heard to be heard in an 
adequate, fair and impartial proceeding. 

Regulators should also engage with the public, the utilities they regulate and the 
governments who appoint them to make sure they are not just achieving the 
tribunal’s public interest mandate, but are also seen to be doing so. This objective 
is not about self-promotion but about being understood by stakeholders and 
avoiding unfounded criticism while responding to valid criticism so as to maintain 
the necessary presumption of integrity. 
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7.0 C. For Mr. Kolesar 
Possible corrigendum 

Reference: evidence page 12: 

Finally, it is difficult to demonstrate that the rates under PBR were lower, or 
at least no higher than what rates would have been under PBR. 

1.7.1 Is the final reference to PBR intended to read “COSR”? 

RESPONSE: 

RESPONSE PROVIDED BY MR. KOLESAR 

Yes, the final reference to PBR was intended to read COSR. 
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1.0 Topic: The Goals of BCUC Regulation of BC Hydro  

Reference: Exhibit B-8 (Supplementary Evidence) page 3. 

On page 3 of its Supplementary Evidence, BC Hydro states that: 

The BCUC should have three broad goals with respect to its regulation of 
BC Hydro’s revenue requirement: to set rates at efficient levels, to maintain 
adequate, safe and reliable service and to ensure financial integrity through 
the recovery of reasonable and prudently incurred costs and by providing 
an opportunity to earn a fair return on investment. 

1.1.1 Does setting rates at efficient levels also include setting rates that 
are reasonable and affordable to ratepayers? Please explain.  

RESPONSE: 

Setting just and reasonable rates incorporates setting rates at efficient levels, 
since the BCUC sets rates at levels that only include reasonable and prudently 
incurred costs. With regard to affordable rates, please refer to BC Hydro’s 
response to CEC IR 1.1.4. 

Please also refer to BC Hydro’s response to BCOAPO IR 1.1.1 which provides a 
further explanation of the goal to set rates at efficient levels. 
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2.0 Topic: Unique Aspects of BC Hydro that Affect the Application of 
PBR 

Reference: Exhibit B-8 (Supplementary Evidence), Section 3, Q5, A5, 
page 5 – 6, 9. 

On page 5 of its Supplementary Evidence, BC Hydro states that: 

First, BC Hydro’s mandate is set out through a Mandate Letter and Service 
Plan. Exceeding allowed net income is not identified as an expectation or 
desirable outcome anywhere in either of these two documents. Efficiency 
and cost control are emphasized throughout but the focus of these efforts is 
to keep rates affordable for customers, not to increase shareholder returns; 

Second, BC Hydro’s actual net income is consolidated into the Government 
of B.C.’s financial statements. The Government of B.C. plans its budget 
based on BC Hydro achieving its allowed net income – no more and no 
less. In other words, BC Hydro is expected to achieve an actual net income 
that is as close to its allowed net income as possible. At the same time, the 
Mandate Letter and Service Plan set out expectations for BC Hydro to 
provide safe, reliable, affordable and clean electricity. The Government of 
B.C. expects BC Hydro to meet these expectations and achieve its allowed 
net income while keeping rates as affordable as possible; 

…………….. 

Fifth, BC Hydro’s approach to Trade Income and the sale of surplus 
properties demonstrates that BC Hydro does not have a profit maximization 
mandate and is instead focused on affordability and keeping rates low for 
customers, consistent with the Government of B.C.’s expectations. 

……………. 

The fact that the BCUC’s ability to regulate BC Hydro only recently became 
less constrained has two important implications: First, it is likely to be more 
challenging to secure stakeholder support for an approach that would grant 
BC Hydro the type of increased autonomy from regulatory scrutiny, upon 
which PBR is predicated. Second, BC Hydro’s existing regulatory 
framework may be able to resolve the concerns that prompted the BCUC to 
consider PBR, if it is given the opportunity to do so. There have been 
notable developments with regard to both of these implications since the 
start of this proceeding.  

1.2.1 Has BC Hydro identified any other mechanisms to keep rates 
affordable for customers, other than efficiency and cost control, or 
are these the primary mechanisms of doing so?  
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RESPONSE: 

Efficiency and cost control are very important, but there are additional 
mechanisms to keep rates affordable for customers beyond efficiency and cost 
control. For example, among other things: 

• BC Hydro provides a wide-range of energy efficiency programs to provide 
customers with opportunities to lower their energy bills; 

• Given the current energy surplus, BC Hydro is actively pursuing 
electrification opportunities that can secure incremental revenue and take 
pressure off rates; and 

• BC Hydro provides programs to support customer affordability, such as the 
Customer Crisis Fund. 
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2.0 Topic: Unique Aspects of BC Hydro that Affect the Application of 
PBR 

Reference: Exhibit B-8 (Supplementary Evidence), Section 3, Q5, A5, 
page 5 – 6, 9. 

On page 5 of its Supplementary Evidence, BC Hydro states that: 

First, BC Hydro’s mandate is set out through a Mandate Letter and Service 
Plan. Exceeding allowed net income is not identified as an expectation or 
desirable outcome anywhere in either of these two documents. Efficiency 
and cost control are emphasized throughout but the focus of these efforts is 
to keep rates affordable for customers, not to increase shareholder returns; 

Second, BC Hydro’s actual net income is consolidated into the Government 
of B.C.’s financial statements. The Government of B.C. plans its budget 
based on BC Hydro achieving its allowed net income – no more and no 
less. In other words, BC Hydro is expected to achieve an actual net income 
that is as close to its allowed net income as possible. At the same time, the 
Mandate Letter and Service Plan set out expectations for BC Hydro to 
provide safe, reliable, affordable and clean electricity. The Government of 
B.C. expects BC Hydro to meet these expectations and achieve its allowed 
net income while keeping rates as affordable as possible; 

…………….. 

Fifth, BC Hydro’s approach to Trade Income and the sale of surplus 
properties demonstrates that BC Hydro does not have a profit maximization 
mandate and is instead focused on affordability and keeping rates low for 
customers, consistent with the Government of B.C.’s expectations. 

……………. 

The fact that the BCUC’s ability to regulate BC Hydro only recently became 
less constrained has two important implications: First, it is likely to be more 
challenging to secure stakeholder support for an approach that would grant 
BC Hydro the type of increased autonomy from regulatory scrutiny, upon 
which PBR is predicated. Second, BC Hydro’s existing regulatory 
framework may be able to resolve the concerns that prompted the BCUC to 
consider PBR, if it is given the opportunity to do so. There have been 
notable developments with regard to both of these implications since the 
start of this proceeding.  

1.2.1.1 Please explain how PBR or COSR would result in keeping rates 
affordable for customers in terms of efficiency and cost control. 
Please explain your reasoning.  
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RESPONSE: 

In BC Hydro’s view, the key issue in this regard is whether to create the 
disconnect between BC Hydro’s allowed revenue and actual costs by using a 
multi-year cost forecast or an index/formula. In his responses to Questions 2 
and 3 in Exhibit B-8, Dr. Weisman provides a detailed discussion of the relative 
incentive power of these two approaches. 
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2.0 Topic: Unique Aspects of BC Hydro that Affect the Application of 
PBR 

Reference: Exhibit B-8 (Supplementary Evidence), Section 3, Q5, A5, 
page 5 – 6, 9. 

On page 5 of its Supplementary Evidence, BC Hydro states that: 

First, BC Hydro’s mandate is set out through a Mandate Letter and Service 
Plan. Exceeding allowed net income is not identified as an expectation or 
desirable outcome anywhere in either of these two documents. Efficiency 
and cost control are emphasized throughout but the focus of these efforts is 
to keep rates affordable for customers, not to increase shareholder returns; 

Second, BC Hydro’s actual net income is consolidated into the Government 
of B.C.’s financial statements. The Government of B.C. plans its budget 
based on BC Hydro achieving its allowed net income – no more and no 
less. In other words, BC Hydro is expected to achieve an actual net income 
that is as close to its allowed net income as possible. At the same time, the 
Mandate Letter and Service Plan set out expectations for BC Hydro to 
provide safe, reliable, affordable and clean electricity. The Government of 
B.C. expects BC Hydro to meet these expectations and achieve its allowed 
net income while keeping rates as affordable as possible; 

…………….. 

Fifth, BC Hydro’s approach to Trade Income and the sale of surplus 
properties demonstrates that BC Hydro does not have a profit maximization 
mandate and is instead focused on affordability and keeping rates low for 
customers, consistent with the Government of B.C.’s expectations. 

……………. 

The fact that the BCUC’s ability to regulate BC Hydro only recently became 
less constrained has two important implications: First, it is likely to be more 
challenging to secure stakeholder support for an approach that would grant 
BC Hydro the type of increased autonomy from regulatory scrutiny, upon 
which PBR is predicated. Second, BC Hydro’s existing regulatory 
framework may be able to resolve the concerns that prompted the BCUC to 
consider PBR, if it is given the opportunity to do so. There have been 
notable developments with regard to both of these implications since the 
start of this proceeding.  

1.2.2 Confirm or explain otherwise whether the Government of B.C. has 
advised BC Hydro that they are specifically opposed to 
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maximizing BC Hydro’s profit? Please provide details and any 
available documentation. 

RESPONSE: 

The Government of B.C. establishes BC Hydro’s mandate through its Mandate 
Letter and Service Plan which include a range of objectives. Maximizing profits for 
the Government of B.C. is not one of the objectives. For further discussion, please 
also refer to BC Hydro’s response to BCUC IR 1.19.1. 
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2.0 Topic: Unique Aspects of BC Hydro that Affect the Application of 
PBR 

Reference: Exhibit B-8 (Supplementary Evidence), Section 3, Q5, A5, 
page 5 – 6, 9. 

On page 5 of its Supplementary Evidence, BC Hydro states that: 

First, BC Hydro’s mandate is set out through a Mandate Letter and Service 
Plan. Exceeding allowed net income is not identified as an expectation or 
desirable outcome anywhere in either of these two documents. Efficiency 
and cost control are emphasized throughout but the focus of these efforts is 
to keep rates affordable for customers, not to increase shareholder returns; 

Second, BC Hydro’s actual net income is consolidated into the Government 
of B.C.’s financial statements. The Government of B.C. plans its budget 
based on BC Hydro achieving its allowed net income – no more and no 
less. In other words, BC Hydro is expected to achieve an actual net income 
that is as close to its allowed net income as possible. At the same time, the 
Mandate Letter and Service Plan set out expectations for BC Hydro to 
provide safe, reliable, affordable and clean electricity. The Government of 
B.C. expects BC Hydro to meet these expectations and achieve its allowed 
net income while keeping rates as affordable as possible; 

…………….. 

Fifth, BC Hydro’s approach to Trade Income and the sale of surplus 
properties demonstrates that BC Hydro does not have a profit maximization 
mandate and is instead focused on affordability and keeping rates low for 
customers, consistent with the Government of B.C.’s expectations. 

……………. 

The fact that the BCUC’s ability to regulate BC Hydro only recently became 
less constrained has two important implications: First, it is likely to be more 
challenging to secure stakeholder support for an approach that would grant 
BC Hydro the type of increased autonomy from regulatory scrutiny, upon 
which PBR is predicated. Second, BC Hydro’s existing regulatory 
framework may be able to resolve the concerns that prompted the BCUC to 
consider PBR, if it is given the opportunity to do so. There have been 
notable developments with regard to both of these implications since the 
start of this proceeding.  

1.2.3 Confirm, or explain otherwise, whether there has been any 
engagement with the Government of BC regarding PBR for 
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BC Hydro. Advise of the status of these discussions and any 
outcomes.  

RESPONSE: 

BC Hydro’s communications with the Government of B.C. on this issue are 
subject to Cabinet confidentiality, which cannot be waived by BC Hydro. 
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3.0 Topic: Aspects of PBR that May Help or Interfere with the Goals of 
BCUC Regulation of BC Hydro  

Reference: Exhibit B-8 (Supplementary Evidence), Section 4, Q11, A11, 
page 18; Q12, A12, page 18-19. 

On page 18 of its Supplementary Evidence, BC Hydro states that: 

Fifth, the introduction of a shared savings performance incentive 
mechanism for conservation could discourage measures aimed at 
providing equitable opportunities across customer classes or targeted 
opportunities for certain customer groups. In other words, a shared savings 
performance incentive mechanism could incent BC Hydro to pursue the 
most cost effective DSM initiatives instead of initiatives driven by policy, 
regulatory or equity considerations; and  

Sixth, shared savings performance incentive mechanisms can be complex 
and controversial, which could decrease regulatory efficiency.  

All of the above considered, it is perhaps not surprising that this approach 
has already been tried and abandoned in British Columbia. While FortisBC 
was previously subject to a performance-based incentive mechanism for 
DSM activity, that approach was subsequently discontinued. 

…………….. 

Yes. While shared saving performance incentive mechanisms would not be 
effective, information-only performance metrics, determined through a 
public process with the BCUC and interveners, would provide incremental 
incentives to BC Hydro. BC Hydro currently reports to the BCUC on a 
number of performance metrics. Specifically, BC Hydro has provided 
Annual Service Plan performance measures as part of Revenue 
Requirements Applications, annual reports on reliability indices, and 
metrics used to manage its operations.  

1.3.1 Please provide further details on how a shared savings 
performance incentive mechanism could be structured to 
encourage equitable opportunities across customer classes or 
targeted opportunities for certain customer group. 

RESPONSE: 

To avoid the consequences referenced in the preamble to the question with 
regard to equity and targeted opportunities, a performance incentive mechanism 
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for conservation would need to avoid rewarding a concentration on the most 
cost-effective measures and would need to reward efforts to respond to broader 
considerations. While it may be possible to structure an incentive mechanism that 
achieves these objectives, BC Hydro submits that a more appropriate starting 
point would be to consider information-only performance metrics to provide an 
incentive for performance in areas that matter to the BCUC and interveners. For 
further discussion on this point, refer to Dr. Weisman’s answer to Question 4 in 
Exhibit B-8. 
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3.0 Topic: Aspects of PBR that May Help or Interfere with the Goals of 
BCUC Regulation of BC Hydro  

Reference: Exhibit B-8 (Supplementary Evidence), Section 4, Q11, A11, 
page 18; Q12, A12, page 18-19. 

On page 18 of its Supplementary Evidence, BC Hydro states that: 

Fifth, the introduction of a shared savings performance incentive 
mechanism for conservation could discourage measures aimed at 
providing equitable opportunities across customer classes or targeted 
opportunities for certain customer groups. In other words, a shared savings 
performance incentive mechanism could incent BC Hydro to pursue the 
most cost effective DSM initiatives instead of initiatives driven by policy, 
regulatory or equity considerations; and  

Sixth, shared savings performance incentive mechanisms can be complex 
and controversial, which could decrease regulatory efficiency.  

All of the above considered, it is perhaps not surprising that this approach 
has already been tried and abandoned in British Columbia. While FortisBC 
was previously subject to a performance-based incentive mechanism for 
DSM activity, that approach was subsequently discontinued. 

…………….. 

Yes. While shared saving performance incentive mechanisms would not be 
effective, information-only performance metrics, determined through a 
public process with the BCUC and interveners, would provide incremental 
incentives to BC Hydro. BC Hydro currently reports to the BCUC on a 
number of performance metrics. Specifically, BC Hydro has provided 
Annual Service Plan performance measures as part of Revenue 
Requirements Applications, annual reports on reliability indices, and 
metrics used to manage its operations.  

1.3.2 Provide the reasons why performance-based incentive 
mechanism for DSM was discontinued. 
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RESPONSE: 

FortisBC Inc. responded as follows when asked why it did not propose 
a DSM incentive measure in its Application for Approval of a Multi-Year 
Performance Based Ratemaking Plan for 2014 through 2018:1 

The Company has not proposed returning to a 
performance-based incentive mechanism for DSM activity in 
this proceeding because it believes that the current 
mechanism (refer to the response to BCUC IR 1.231.2) is 
working well in that there are no dis-incentives to FortisBC 
pursuing DSM activity under the current mechanism. 

Any perceived advantages and disadvantages of DSM 
performance-based incentive mechanisms would be entirely 
dependent on how the incentive is structured, and whether 
the incented utility behaviour is considered beneficial. 

For example, an incentive mechanism might result in the 
utility favouring DSM measures with higher benefit/cost 
ratios. While this might result in better financial performance, 
customers that wish to participate in the lower benefit/cost 
ratio programs may be harmed. 

… 

FBC does not believe a DSM regulatory incentive is 
necessary and has not undertaken detailed analysis of the 
various DSM performance incentive mechanisms listed here. 

FBC’s general understanding of the DSM performance based 
incentive mechanisms in other jurisdictions is that they have 
been designed to overcome the general disincentive for 
utilities to pursue DSM because DSM activities in those 
jurisdictions are not treated on an equal footing with supply 
side activities, and DSM in those jurisdictions will reduce the 
use of utility product and utility returns. The financial 
treatment for DSM activity approved and adopted in BC for 
FBC and for other public utilities effectively addresses the 
disincentive to DSM expenditure found in other jurisdictions. 
This approved treatment is consistent with the requirements 

                                                
1  FortisBC Inc.’s responses to BCUC IRS 1.232.1.1 and 1.234.2 filed in Exhibit B-7 in that 

proceeding: 
https://www.bcuc.com/Documents/Proceedings/2013/DOC_35810_B-7_FBC_BCUC-IR1-Respons
e.pdf 

https://www.bcuc.com/Documents/Proceedings/2013/DOC_35810_B%1e7_FBC_BCUC%1eIR1%1eResponse.pdf
https://www.bcuc.com/Documents/Proceedings/2013/DOC_35810_B%1e7_FBC_BCUC%1eIR1%1eResponse.pdf
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of section 60(1)(b)(ii) of the UCA, whereas the performance 
measures listed above are not. FBC believes the current 
approach in BC is appropriate and does not need to be 
changed. 

In its Decision approving a PBR plan for FortisBC Inc. from 2014 to 2019, the 
BCUC did not incorporate any DSM incentive mechanisms. 
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3.0 Topic: Aspects of PBR that May Help or Interfere with the Goals of 
BCUC Regulation of BC Hydro  

Reference: Exhibit B-8 (Supplementary Evidence), Section 4, Q11, A11, 
page 18; Q12, A12, page 18-19. 

On page 18 of its Supplementary Evidence, BC Hydro states that: 

Fifth, the introduction of a shared savings performance incentive 
mechanism for conservation could discourage measures aimed at 
providing equitable opportunities across customer classes or targeted 
opportunities for certain customer groups. In other words, a shared savings 
performance incentive mechanism could incent BC Hydro to pursue the 
most cost effective DSM initiatives instead of initiatives driven by policy, 
regulatory or equity considerations; and  

Sixth, shared savings performance incentive mechanisms can be complex 
and controversial, which could decrease regulatory efficiency.  

All of the above considered, it is perhaps not surprising that this approach 
has already been tried and abandoned in British Columbia. While FortisBC 
was previously subject to a performance-based incentive mechanism for 
DSM activity, that approach was subsequently discontinued. 

…………….. 

Yes. While shared saving performance incentive mechanisms would not be 
effective, information-only performance metrics, determined through a 
public process with the BCUC and interveners, would provide incremental 
incentives to BC Hydro. BC Hydro currently reports to the BCUC on a 
number of performance metrics. Specifically, BC Hydro has provided 
Annual Service Plan performance measures as part of Revenue 
Requirements Applications, annual reports on reliability indices, and 
metrics used to manage its operations.  

1.3.2.1 When the performance-based incentive mechanism was 
discontinued at FortisBC, what alternate approach was 
implemented for managing DSM?  

RESPONSE: 

FortisBC Energy Inc. and FortisBC Inc. defer and amortize DSM expenditures, 
similar to BC Hydro. But, whereas BC Hydro earns only interest on its DSM 
investments to offset debt financing costs, the FortisBC utilities earn a return on 
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DSM expenditures equal to their Weighted Average Cost of Capital (WACC). In the 
case of investor-owned utilities, the WACC return counteracts the disincentive to 
invest in DSM (which would otherwise exist for an investor-owned utility because 
DSM reduces load), since the shareholder earns a return on equity invested in 
DSM just as it would for investments in the system to meet load. 
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3.0 Topic: Aspects of PBR that May Help or Interfere with the Goals of 
BCUC Regulation of BC Hydro  

Reference: Exhibit B-8 (Supplementary Evidence), Section 4, Q11, A11, 
page 18; Q12, A12, page 18-19. 

On page 18 of its Supplementary Evidence, BC Hydro states that: 

Fifth, the introduction of a shared savings performance incentive 
mechanism for conservation could discourage measures aimed at 
providing equitable opportunities across customer classes or targeted 
opportunities for certain customer groups. In other words, a shared savings 
performance incentive mechanism could incent BC Hydro to pursue the 
most cost effective DSM initiatives instead of initiatives driven by policy, 
regulatory or equity considerations; and  

Sixth, shared savings performance incentive mechanisms can be complex 
and controversial, which could decrease regulatory efficiency.  

All of the above considered, it is perhaps not surprising that this approach 
has already been tried and abandoned in British Columbia. While FortisBC 
was previously subject to a performance-based incentive mechanism for 
DSM activity, that approach was subsequently discontinued. 

…………….. 

Yes. While shared saving performance incentive mechanisms would not be 
effective, information-only performance metrics, determined through a 
public process with the BCUC and interveners, would provide incremental 
incentives to BC Hydro. BC Hydro currently reports to the BCUC on a 
number of performance metrics. Specifically, BC Hydro has provided 
Annual Service Plan performance measures as part of Revenue 
Requirements Applications, annual reports on reliability indices, and 
metrics used to manage its operations.  

1.3.3 Please identify the types of information-only performance metrics 
that BC Hydro knows of, other than those identified above? 

RESPONSE: 

The metrics referenced in the preamble to the question represent a complete list 
of the performance metrics that BC Hydro currently provides to the BCUC on a 
regular basis. 
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BC Hydro is aware that FortisBC Inc. reports to the BCUC on a range of 
performance metrics, referred to as Service Quality Indicators. A discussion of 
these metrics compared to the metrics used by BC Hydro is provided in 
section 11.6.1. of Exhibit A2-1. 



Zone II Ratepayers Group 
Information Request No. 1.3.3.1 Dated: January 7, 2021 
British Columbia Hydro & Power Authority 
Response issued February 4, 2021 

Page 1 
of 1 

British Columbia Hydro & Power Authority  
BCUC Review of BC Hydro’s Performance Based 
Regulation Report 

Exhibit: 
 

 
 

USER – DO NOT REMOVE February 4, 2021 11:37:00 AM (AM) 

3.0 Topic: Aspects of PBR that May Help or Interfere with the Goals of 
BCUC Regulation of BC Hydro  

Reference: Exhibit B-8 (Supplementary Evidence), Section 4, Q11, A11, 
page 18; Q12, A12, page 18-19. 

On page 18 of its Supplementary Evidence, BC Hydro states that: 

Fifth, the introduction of a shared savings performance incentive 
mechanism for conservation could discourage measures aimed at 
providing equitable opportunities across customer classes or targeted 
opportunities for certain customer groups. In other words, a shared savings 
performance incentive mechanism could incent BC Hydro to pursue the 
most cost effective DSM initiatives instead of initiatives driven by policy, 
regulatory or equity considerations; and  

Sixth, shared savings performance incentive mechanisms can be complex 
and controversial, which could decrease regulatory efficiency.  

All of the above considered, it is perhaps not surprising that this approach 
has already been tried and abandoned in British Columbia. While FortisBC 
was previously subject to a performance-based incentive mechanism for 
DSM activity, that approach was subsequently discontinued. 

…………….. 

Yes. While shared saving performance incentive mechanisms would not be 
effective, information-only performance metrics, determined through a 
public process with the BCUC and interveners, would provide incremental 
incentives to BC Hydro. BC Hydro currently reports to the BCUC on a 
number of performance metrics. Specifically, BC Hydro has provided 
Annual Service Plan performance measures as part of Revenue 
Requirements Applications, annual reports on reliability indices, and 
metrics used to manage its operations.  

1.3.3 Please identify the types of information-only performance metrics 
that BC Hydro knows of, other than those identified above? 

1.3.3.1 Please indicate if these are existing or new metrics.  

RESPONSE: 

Please refer to BC Hydro’s response to ZONE II RPG IR 1.3.3. 
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3.0 Topic: Aspects of PBR that May Help or Interfere with the Goals of 
BCUC Regulation of BC Hydro  

Reference: Exhibit B-8 (Supplementary Evidence), Section 4, Q11, A11, 
page 18; Q12, A12, page 18-19. 

On page 18 of its Supplementary Evidence, BC Hydro states that: 

Fifth, the introduction of a shared savings performance incentive 
mechanism for conservation could discourage measures aimed at 
providing equitable opportunities across customer classes or targeted 
opportunities for certain customer groups. In other words, a shared savings 
performance incentive mechanism could incent BC Hydro to pursue the 
most cost effective DSM initiatives instead of initiatives driven by policy, 
regulatory or equity considerations; and  

Sixth, shared savings performance incentive mechanisms can be complex 
and controversial, which could decrease regulatory efficiency.  

All of the above considered, it is perhaps not surprising that this approach 
has already been tried and abandoned in British Columbia. While FortisBC 
was previously subject to a performance-based incentive mechanism for 
DSM activity, that approach was subsequently discontinued. 

…………….. 

Yes. While shared saving performance incentive mechanisms would not be 
effective, information-only performance metrics, determined through a 
public process with the BCUC and interveners, would provide incremental 
incentives to BC Hydro. BC Hydro currently reports to the BCUC on a 
number of performance metrics. Specifically, BC Hydro has provided 
Annual Service Plan performance measures as part of Revenue 
Requirements Applications, annual reports on reliability indices, and 
metrics used to manage its operations.  

1.3.3 Please identify the types of information-only performance metrics 
that BC Hydro knows of, other than those identified above? 

1.3.3.2 Confirm, or explain otherwise, if BC Hydro will include 
performance metrics on other initiatives, including on 
reconciliation efforts with indigenous communities, and 
progress in reducing reliance on diesel in the NIA and 
specifically in Zone II. 
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RESPONSE: 

BC Hydro has proposed that the specific information-only performance metrics 
should be informed through consultation with the BCUC and interveners but is 
certainly open to discussing the metrics referenced in the question. 
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3.0 Topic: Aspects of PBR that May Help or Interfere with the Goals of 
BCUC Regulation of BC Hydro  

Reference: Exhibit B-8 (Supplementary Evidence), Section 4, Q11, A11, 
page 18; Q12, A12, page 18-19. 

On page 18 of its Supplementary Evidence, BC Hydro states that: 

Fifth, the introduction of a shared savings performance incentive 
mechanism for conservation could discourage measures aimed at 
providing equitable opportunities across customer classes or targeted 
opportunities for certain customer groups. In other words, a shared savings 
performance incentive mechanism could incent BC Hydro to pursue the 
most cost effective DSM initiatives instead of initiatives driven by policy, 
regulatory or equity considerations; and  

Sixth, shared savings performance incentive mechanisms can be complex 
and controversial, which could decrease regulatory efficiency.  

All of the above considered, it is perhaps not surprising that this approach 
has already been tried and abandoned in British Columbia. While FortisBC 
was previously subject to a performance-based incentive mechanism for 
DSM activity, that approach was subsequently discontinued. 

…………….. 

Yes. While shared saving performance incentive mechanisms would not be 
effective, information-only performance metrics, determined through a 
public process with the BCUC and interveners, would provide incremental 
incentives to BC Hydro. BC Hydro currently reports to the BCUC on a 
number of performance metrics. Specifically, BC Hydro has provided 
Annual Service Plan performance measures as part of Revenue 
Requirements Applications, annual reports on reliability indices, and 
metrics used to manage its operations.  

1.3.3 Please identify the types of information-only performance metrics 
that BC Hydro knows of, other than those identified above? 

1.3.3.3 What regulatory review process, if any, is BC Hydro proposing 
for the review of these information-only performance metrics? 
How will it otherwise make this information available? 
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RESPONSE: 

As stated in BC Hydro’s response to Question 12 in Exhibit B-8, BC Hydro 
currently reports to the BCUC on a number of performance metrics. Specifically, 
BC Hydro has provided Annual Service Plan performance measures as part of 
Revenue Requirements Applications, annual reports on reliability indices, and 
metrics used to manage our operations. 

BC Hydro is proposing that information-only performance metrics be established 
through a BCUC process and that BC Hydro would then report out on these 
metrics as part of its revenue requirements applications. The specific 
information-only performance metrics could initially be established through the 
Fiscal 2023 Revenue Requirements Application proceeding. 
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4.0 Topic: Scope, Process and Timing of Identified Improvements to 
BC Hydro’s Existing Regulatory Framework 

Reference: Exhibit B-8 (Supplementary Evidence), Section 5, Q14, A14, 
page 21.  

On page 21 of the Supplementary Evidence, Mr. Kolesar states: 

“Alberta experienced an increase in regulatory filings under PBR, in part 
because of the nature of some of the Commission’s PBR plans, for which 
the Alberta commission was often criticized. The Commission should 
carefully analyze and consider the potential regulatory burden under both 
COSR and PBR.” 

1.4.1 Please provide an explanation of the “nature of some of the 
Commission’s PBR plans” which led to an increase in regulatory 
filings under PBR in Alberta. 

RESPONSE: 

RESPONSE PROVIDED BY MR. KOLESAR 

The Alberta Utilities Commission adopted a capital tracker mechanism as part of 
its PBR regime that required annual filings to approve both forecast and actual 
costs for capital projects that qualified for capital tracker treatment. In addition, 
the Commission enforced more stringent service quality monitoring and 
undertook a project to establish procedures to monitor the ongoing health of 
assets to ensure the utilities did not allow assets to deteriorate, both of which 
resulted in additional filing requirement and required the Commission to expand 
staff resources. 

Please also see my response to BCUC IR 1.18.1. 
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4.0 Topic: Scope, Process and Timing of Identified Improvements to 
BC Hydro’s Existing Regulatory Framework 

Reference: Exhibit B-8 (Supplementary Evidence), Section 5, Q14, A14, 
page 21.  

On page 21 of the Supplementary Evidence, Mr. Kolesar states: 

“Alberta experienced an increase in regulatory filings under PBR, in part 
because of the nature of some of the Commission’s PBR plans, for which 
the Alberta commission was often criticized. The Commission should 
carefully analyze and consider the potential regulatory burden under both 
COSR and PBR.” 

1.4.2 Provide any details on the increase in regulatory costs associated 
with PBR (vs. COSR) in Alberta.  

RESPONSE: 

RESPONSE PROVIDED BY MR. KOLESAR 

Please see my response to Zone II RPG IR 1.4.1. 

I do not have the data necessary to provide an accounting of the actual costs 
associated with PBR (vs. COSR) in Alberta. 
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5.0 Topic: Dr. Dennis Weisman – Supplementary Report 

Reference: Exhibit B-8 (Supplementary Evidence), Appendix A, page 18 
of 19. 

On page 19 of 19, Dr. Weisman states in his conclusion that: 

As a final observation, it is conceivable that the cost-benefit test for a 
formal PBR regime is likely to be more difficult to pass in the case of 
BC Hydro. The specific form of cost-of-service regulation under which the 
company currently operates is properly characterized as a form of PBR. 
Moreover, with a three-year (or longer) test period this type of regulatory 
regime may well give rise to greater incentive power than an indexed form 
of PBR with a term of 5 years that incorporates a significant 
earnings-sharing component. This suggests that at least in terms of 
incentive power, the Commission may well be taking a step backward if it 
opted for this type of PBR regime. 

1.5.1 Please confirm, or explain otherwise, that Dr. Weisman is of the 
opinion that continuing with the status quo – COSR – is in the best 
interests of BC Hydro, the Commission, its ratepayers and 
shareholder.  

RESPONSE: 

RESPONSE PROVIDED BY DR. WEISMAN 

I believe that a carefully designed regulatory regime (i.e., changing from a 
two-year to a three-year test period) has the potential to confer incremental net 
benefits relative to the status quo for all primary interest groups. It matters not 
whether this new regulatory regime is “PBR” or “COSR” because these labels can 
sometimes be misleading, if not counterproductive. As discussed in my initial 
PBR Report, PBR is not always and everywhere superior to COSR. 

This observation notwithstanding, I repeat an observation I made in the 
conclusion of my initial PBR report.  

Finally, if the PBR regime is not developed in accordance 
with sound economic principles, or there is not a strong 
commitment to the fundamental tenets of PBR on the part of 
either the regulator or the government, the significant 
resources required to design and implement a PBR regime 
would be difficult to justify. The adoption of PBR may simply 
fail the cost-benefit test under these conditions. 
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Dennis L. Weisman, “A Report on the Theory and Practice of Performance-Based 
Regulation,” December 12, 2018, Exhibit A2-1, Appendix FF, p. 63. 

Please see my responses to BCUC IR 1.13.1, BCUC IR 1.14.1 and BCUC IR 1.15.1. 
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6.0 Topic: Mr. Mark Kolesar – Submission 

Reference: Exhibit B-8 (Supplementary Evidence), Appendix B, page 8 of 
18; Appendix A, page 17 of 19. 

On page 8 of 18, Mr. Kolesar states that: 

A matter to be considered by the Commission in this proceeding is whether 
BC Hydro, as a public enterprise, will be in a position to adequately 
respond to the more powerful incentives to seek out productivity 
improvements offered by PBR, given the absence of a mandate to 
maximize profits. In other words, will the expected gains from adopting 
PBR be fully realized. 

On page 17 of 19, Dr. Weisman states that: 

The regulated firm may still have strong incentives to meet or exceed these 
performance metrics even though there are no financial rewards or 
penalties directly associated with compliance or non-compliance. This 
underscores an important observation that financial incentives are not the 
only type of incentives that can be used to motivate superior performance. 

1.6.1 Please comment on whether BC Hydro is of the view that it 
requires an explicit mandate to maximize profits as an incentive in 
order to be successful in implementing PBR.  

RESPONSE: 

BC Hydro’s view is that, in the absence of a mandate to maximize profits, the 
BCUC should not expect the potential incremental financial motivations that PBR 
provides to investor-owned utilities to be applicable to BC Hydro. 
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6.0 Topic: Mr. Mark Kolesar – Submission 

Reference: Exhibit B-8 (Supplementary Evidence), Appendix B, page 8 of 
18; Appendix A, page 17 of 19. 

On page 8 of 18, Mr. Kolesar states that: 

A matter to be considered by the Commission in this proceeding is whether 
BC Hydro, as a public enterprise, will be in a position to adequately 
respond to the more powerful incentives to seek out productivity 
improvements offered by PBR, given the absence of a mandate to 
maximize profits. In other words, will the expected gains from adopting 
PBR be fully realized. 

On page 17 of 19, Dr. Weisman states that: 

The regulated firm may still have strong incentives to meet or exceed these 
performance metrics even though there are no financial rewards or 
penalties directly associated with compliance or non-compliance. This 
underscores an important observation that financial incentives are not the 
only type of incentives that can be used to motivate superior performance. 

1.6.2 Please provide pros and cons for BC Hydro having a specific 
mandate to maximize profits.  

RESPONSE: 

In BC Hydro’s view, the issue of whether BC Hydro should have a mandate to 
maximize profits is a matter of public policy to be determined by the Government 
of B.C. and not a matter that should be considered in this proceeding.  

That said, at a high level, we believe that a specific profit maximization objective 
would not have an incremental impact on its existing and considerable efforts to 
control and reduce costs. Adding a specific profit maximization objective would, 
however, introduce a tension within BC Hydro’s mandate. It might, for example, 
change the way BC Hydro responds in the event that unanticipated savings/cost 
reductions arise in one part of the business during the course of a test period. 
Today, BC Hydro would seek to reinvest those funds elsewhere in the business 
for the benefit of ratepayers rather than have net income exceed the expectations 
of the shareholder. A specific profit maximization objective would suggest that the 
shareholder would expect BC Hydro to give greater consideration to flowing those 
savings to the shareholder, so long as BC Hydro was otherwise meeting service 
quality and public policy objectives.  
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Please also refer to BC Hydro’s response to BCUC IR 1.3.2 where we discuss the 
incentive for BC Hydro to control costs under the existing cost of service 
framework and with the changes that BC Hydro has proposed. 
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